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DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


TUESDAY, OCTOBER 9, 1951 


Hovse oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10:30 a. m., Hon. Brent Spence (chairman 
of the committee) presiding. 

Present : Messrs. Spence, Brown, Patman, Rains, Multer, McKinnon, 
Addonizio, Bolling, Burton, Fugate, Barrett, Hays, Wolcott, Talle, 
Cole, Hull, Nicholson, Widnall, and Betts. 

The CuHatrrman. The committee will be in order. 

We have met to consider 8. 2170, which is an amendment of the Cape- 
hart amendment of the Defense Production Act of 1950. 

(The act referred to, S. 2170, follows :) 

[S 2170, 82d Cong., 1st sess. ] 


AN ACT To amend the Defense Production Act of 1950, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 402 (d) (4) of the Defense 
Production Act of 1950, as amended, be, and the same is hereby, amended to read 
as follows: 

“(4) After the enactment of this paragraph no ceiling price regulation appli- 
cable to the sales of manufacturers or processors of any materials or the charges 
for industrial services shall become effective which establishes a level of prices 
for such sales or charges below the lower of (A) the level prevailing for such 
sales or charges just before the date of issuance of the regulation, or (B) the 
level prevailing for such sales or charges during the period January 25, 1951, 
to February 24, 1951, inclusive. Nothing in this paragraph shall prohibit the 
establishment or maintenance of a ceiling price regulation applicable to the sales 
of manufacturers or processors or the charges for industrial services which (1) 
reflects the highest level of prices prevailing during a representative base period 
between January 1, 1950, and June 24, 1950, inclusive, adjusted for increases 
or decreases in costs between such period and July 26, 1951, or (2) is established 
under a regulation issued prior to the enactment of this paragraph. The adjust- 
ment for increases or decreases in costs prescribed in said clause (1) above shall 
include adjustment for changes in necessary and unavoidable costs, including 
all labor, material and transportation costs and a reasonable allowance, as 
determined by the President, for changes in all other necessary and unavoidable 
costs, including selling, advertising, office and all other production, distrikution 
and administration costs, which he finds are properly allocable to the production 
and sale of the materials sold by the manufacturers and processors or the charges 
for industrial services. The President shall make appropriate provision for 
adjustment for any such manufacturer or processor or seller of industrial services 
whose ceiling prices result in financial hardship to such manufacturer, or 
processor or seller of industrial services. Such adjustment shall be made in 
accordance with the provisions of clause (1) above to the extent necessary to 
relieve such hardship.” 

Passed the Senate October 4 (legislative day, October 1), 1951. 

Attest: 

LESLIE L. BIFFLE, Secretary. 
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The Cxarrman. We have Mr. DiSalle here as the first witness. 

We will be glad to have you proceed, Mr. DiSalle in any way you 
desire. Do you have a prepared statement ? 

Mr. DrSatxe. Yes, sir. 

The Cuamman. We will listen to that, without interruption. Then 
you can be interrogated after you conclude. 

Mr. DiSauie. Judge, I believe the members of the committee have 
the statement, and I would prefer just going over the high spots of the 
statement. ' 

When you said I would be the first witness, I suppose that is an 
indication that there will be other witnesses ? 

The CHarrman. No; I don’t know. I think probably you will 
make the only statement. I know that you feel the act cannot be 
administered satisfactorily under its present provisions, and I thought 
we would have you here to state the difficulties you encounter in 
administering it. 

Of course, the further proceedings haven’t been entirely decided. 
Time is of the essence. We must act upon this in the next 2 or 3 
days in order to have any reasonable assurance that it will be con- 
sidered by the House. We have to go to the Rules Committee to 
obtain a rule before going to the House floor, and that will take some 
time. 

If we don’t conclude these hearings in the next couple of days 
I don’t think there will be much chance of the House considering it. 
We have to expedite proceedings. We are going to hear your state- 
ment first, and whether there will be any other statements, we will 
consider that in the light of the pressing time element. 


STATEMENT OF MICHAEL V. DiSALLE, DIRECTOR, OFFICE OF 
PRICE STABILIZATION 


Mr. DiSauie. Mr. Chairman and members of the committee, we 
have been greatly encouraged by the action of the Senate in voting 
the revision of the so-called Capehart amendment and also in the 
action of the Senate Banking and Currency Committee in voting out 
the amendment permitting the use of slaughter quotas. This morn- 
ing, I want to discuss the application of the amendments and the rea- 
sons why we feel that a more satisfactory administration of the act 
would be possible if these amendments were adopted by Congress 
in this session. Certainly, it wouldn’t be our desire to appear before 
this committee and ask for these changes, could we find it feasible to 
operate under the amendments, as they were passed by Congress. 
We realize that a good many hours went into the hearings of the 
original bill and a good many hours went into the conference report 
and, from discussion with various members of the conference com- 
mittee, Iam convinced beyond any doubt that the language as stated 
in the act did not carry out the intention of the members of that com- 
mittee, and so the Senate amendment as it has been approved by the 
Senate more clearly states the proposition and clears away some of the 
difficulties that we have been facing in the past couple of months at- 
tempting to administer the act as it was passed by Congress. 

In the discussion this morning, I just want to emphasize the ad- 
ministrative difficulties rather than to go into this question, the broad 
general question of inflation, and the dangers that we face today. I 
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know that the members of this committee are as much informed as 
anybody can possibly be on those dangers, and so I would not want to 
infringe on your time by reviewing the situation. 

I last formally appeared before this committee on May 11 when the 
committee was considering the amendment and extension of the 
Defense Production Act. That was almost 5 months ago. 

In the memorandum which IT filed with the committee on that day 
I reviewed the record of the first 414 months of price control. I am 
proud of that record. In that short period of time we had made a 
real start on a successful program. We had passed rather smoothly 
and rapidly from the first step—a general freeze of most prices—and 
were well along in the interim stage of development toward the ulti- 
mate goal of workable, effective tailored regulations. 

We had weathered the inflationary hurricane that was blowing when 
we first set out. Our actions had brought reassurance to businessmen 
and consumers, who had previously been engaged in a panicky flight 
from the dollar. We had weathered the first blow and were, with 
reasonable confidence, getting ready for the heavier storm that lay 
ahead. 

I wish I could be as well satisfied with the record of the past several 
months. True, we have not been idle. We have issued 26 major regu- 
lations and 204 amendments and supplementary regulations. We 
have continued to make progress in a number of areas. But in the 
important field covered by our manufacturers’ regulations we have lost 
precious months of relative calm which could and should have been 
used to get ourselves fully prepared for the pressures ahead. 


THE MANUFACTURERS’ REGULATIONS 


When I appeared before you on May 11 our manufacturers’ regula- 
tions were due to become effective on May 28. Within the next few 
days we had received many requests from manufacturers for addi- 
tional time to complete their calculations. In an attempt to judge the 
appropriateness of this request we consulted with business controllers 
around the country and with independent accountants who had been 
retained to do this type of work. Various dates were suggested rang- 
ing from June 15 to July 15 or even later. We concluded that a 1- 
month extension would be reasonable. 

In order to make the new prices effective on a Monday we planned 
to make them effective on July 2. 

On June 30 Congress extended the Defense Production Act for 31 
days, with what amounted to a freeze on price regulations during 
that time. Again our manufacturers’ regulations were postponed. 

Then at the end of July Congress again extended the act. With 
respect to manufacturers’ prices, Congress specifically provided that 
roll-back regulations previously issued but not vet effective could 
become effective. But Congress followed this authorization with a 
mechanism that not only put a serious crimp in any roll-backs, but in 
many cases required roll-forwards in price ceilings. 

I shall discuss this particular amendment in detail later. At this 
point, I want to speak generally about price control techniques and 
goals, and the relation of our manufacturers’ regulations to those 
techniques and goals. 
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THE TECHNIQUE OF INDIVIDUAL PRICING 


Our manufacturers’ regulations were never intended as permanent 
regulations. In my May ll report I said: 

The manufacturers’ regulation, unlike the retail regulations, is not intended 
to be an enduring regulation. It is a general interim regulation which will be 
replaced in due course by tailored regulations for the particular industries and 
commodities. 

As an enduring price control technique, it is for most industries 
undesirable to have individual prices which each manufacturer com- 
putes and applies: Such individually computed prices have numerous 
weaknesses : 

(1) They impose a heavy burden of computation and reporting on 
business; 

(2) Because they are individually computed prices, they are not 
clear and known to buyers and sellers alike. No one except the seller 

‘an tell whether he is selling in compliance or in violation of regula- 
tions without elaborate and time-consuming check of the seller’s pri- 
vate records; and 

(3) In many industries, uniform prices have always prevailed 
the past. That is what sellers and buyers want. It makes alloca- 
tions easier for the National Production Authority. It makes compli- 
ance and enforcement easier. It makes price control easier at other 
levels of processing or distribution. 

Why then did we issue a regulation with these weaknesses? The 
answer is simple and I believe the reasons were generally understood 
by responsible business firms. The general freeze regulations, issued 
at a time when panic inflation gripped our markets, caught some 
businesses and some manufacturers at a severe disadvantage, but 
eaught others with prices which were both excessibe and unreasonable. 
The manufacturers’ regulation was an interim device that could op- 
erate promptly and simply to relieve squeezes, roll back excessive 
prices, and restore reasonable order to markets. Meanwhile, we 
couls | move carefully and deliberately at the job of working out fair 
prices, as uniform and clear and enforceable as OPS, with the help 
of industry, could make them. 

The manufacturers’ regulation started with pre-Korean prices— 
which were normal in their structure and interrelationships—and 
adjusted them for the elements of cost change that could be measured 
directly and with relative ease. It was a feasible step only if it were 
left as a first approximation of a better result which we should shortly 
af ‘hie ve. 

The enactment of section 402 (d) (4) into the Defense Production 
Act enshrined into permanent legislation this technique of individual 

calculation, which was originally devised merely as an interim step. 
T hereby, it denied to OPS the use of the basic long-range techniques 
we were about ready to use. This makes far more diflicult the job 
of stabilizing prices, and it imposes on business a burden of paper 
work and a kind of price control that is complicated and unsatis- 
factory. Most businesses tell us that they would much prefer to oper- 
ate under tailored regulations, and, if possible, dollars-and-cents 
prices. 
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TAILORED REGULATIONS 


In cooperation with our industry advisory committees, we had al- 
ready made considerale progress toward tailored regulations. By 
“tailored regulations” we mean regulations that cover reasonably uni- 
form segments of industry with uniform rules and uniform price 
schedules that fit the business conditions and methods of operation of 
each segment. Instead, we are now faced in the new act with a 
mandate of entirely different nature. We must comply with a new 
standard of pricing—again of the broad adjustment-formula type. 
But the new standard bases ceilings on the highest price level during 
the first half of 1950 with adjustments for changes in all costs. 


CHANGES IN ALL COSTS 


The recognition of changes in all costs—rather than material and 
factory labor costs—is meant to be an improvement. And it would 
be an improvement if it were a workable concept. But it is not. 
Every accounting expert will tell you that for most industries there 
is no definitive and indisputable way of measuring changes in all kinds 
of costs as required by this provision. It might be thought to be a 
matter of simple arithmetic about which no two honest men could 
disagree. But that is not the experience of business. 


THE PROBLEMS OF COST DETERMINATION 


In many industries, the task of measuring and allocating all costs 
to each unit of material has baffled businessmen, accountants, and 
economists. Experience shows that under identical, circumstances, 
accountants can come up with widely different cost figures, each based 
on an accepted method, with no one able to say that one is right and 
the other wrong. For example, Long’s Cost Accountants Handbook, 
which is highly respected by accountants and industrial controllers, 
has an extensive discussion of different methods of allocating over- 
head. Pages 1062 and 1063 summarize 17 different methods of over- 
head allocation all of which are in use and all of which are in accord- 
ance with reasonable principles of accounting. 

The discussion of these alternative methods is followed by a quota- 
tion from voiume 19 of the National Association of Cost Accountants 
Bulletin. In the article quoted, Halligan points out some wide fluc- 
tuations in unit costs that can result from different methods of ay ply- 
ing overhead. The industry in question manufactures mechanical 
rubber products. He states, and I quote: 

It has been my pleasure to survey cost systems used in one branch of the 
mechanical goods industry known as the molded goods group. Among the 40 
manufacturers investigated, I found several different methods of applyinss over- 
head to the cost of product: 

1. The poundage basis. 

2. The prime cost basis. That is, overhead is applied in relation to the com- 
bined material and direct labor values in each product. 

3. Total direct labor dollar basis. That is, the total direct labor cost of each 
product is used as a basis for applying overhead. 

4. Departmental direct labor dollar basis. That is, separate overhead rates 
were used for each operation, based on direct labor dollar method. 

5. The machine hour method. Some companies follow the plan of applying 
all overhead in the entire plant on a machine hour rate, depending upon the 
curing time at the press. 
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6. Lastly, what we recommend as the correct method, department rates, using 
direct labor dollar method as a basis in all departments except those where the 
direct labor time does not correspond with the machine time. 

I have calculated the total production costs for two products, A and B, using 
each of the methods listed above. 

Without going into the specific dollars it is interesting to note that 
in one of the methods of calculation the variance between the low and 
high figure was 82.5 percent, and in the other, 100 percent, although 
these methods were used by honest men, using accepted accounting 
principles, but that is what the variance was, 

He then reports that these six differing methods of allocating over- 
head resulted in the following costs for 100 units of product A: 14.57, 
23.68, 26.59, 22.37, 21.87, and 26.08 cents, a range of 82.5 percent from 
the lowest to the highest. In the case of product B, the costs caleu- 
lated by these six different methods were $35.87, $20.43, $17.99, $30.68, 
$30.49, and $20.93, a range of exactly 100 percent from the lowest to 
the highest. Need I tell you more about the difficulty of setting ceiling 
prices on the basis of all costs? 

The cost-accounting records of most firms that keep such accounts 
are based upon standard rates of overhead cost. Such standard rates 
are no real measure of actual overhead costs. They are arbitrary 
measures, which serve a useful planning purpose, but they are not 
suitable for the requirements of the new amendment. Another inter- 
esting study, which also appeared in volume 19 of the National Associ- 
ation of Cost Accountants Bulletin, related to the frequency of re- 
vision of standard overhead rates on the part of 224 companies. 

Presumably these were companies with reasonably adequate cost 
accounting system. Of the 224 companies, only 40, or 17.8 percent, 
revised their overhead rates more often than once a year. Some com- 
panies reported no change in overhead rates for periods up to 15 
years. Overhead cost data submitted for price control purposes are 
frequently nothing more than unadjusted standard rates. Particu- 
larly in a period when output is at higher than average levels, these 
rates will almost invariably overstate the actual cost. 


ABSENCE OF COST ACCOUNTING RECORDS 


Difficulties in determining actual overhead costs arise even where 
detailed cost estimates are available. Yet careful studies show that 
no more than 15 percent of American business firms maintain account- 
ing records adequate for such purposes—and these records provide 
cost estimates only by a process of elaborate calculation based upon 
general assumptions and time-consuming research. The other 85 per- 
cent would have to estimate their costs by crude methods, which could 
easily be rigged by those who wish to be dishonest to give the results 
desired. 

Price ceilings on this basis would be determined largely by guess 
and assumption. Experts have assured me that there are not enough 
accountants to check up on all the figures required for providing 
American industry with ceilings calculated in this way. With no 
possibility of an adequate check by OPS, sellers would practically 
have to set their own ceilings. Each business would naturally base 
its costs on the most advantageous estimates. 

The result of this would be no price control at all. We would set 
off a scramble for higher prices and higher wages such as we had 
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after the outbreak of war in Korea. In such a scramble, business and 
labor naturally would have to use all their resources to protect them- 
selves. The American consumer, once again, would be caught in the 
middle. 

If, on the other hand, we were to make an effort to combine such 
a method of price setting with reasonably effective checking, we would 
have to hamper the work of industry by unendurably long delays and 
grave uncertainties, 

Practicing accountants and controllers whom we have consulted, 
recognizing this dilemma, tell us that this is not a method of price 
control under which industry can operate. 

I have with me a few letters which confirm this statement. I should 
like to read them to you. 

(The letters referred to have been separately reproducd and appear 
as a supplement to this statement.) 


INADEQUACIES OF A COST STANDARD 


It may appear that I am giving too much importance to the diffi- 
culties of pricing on the basis of changes in all costs. After all, it 
might be said, OPS is not compelled to use this standard. It is offered 
only as a permissible alternative to allow roll-backs which would 
otherwise be prohibited by the first sentence of section 402 (d) (4). 
But this view greatly underestimates the significance of the new 
standard—and for two entirely different reasons. 


NEED FOR ROLL-BACKS 


I want to say sincerely that there is a need for roll-backs. It is well 
known that-the prices of some products rose much more than the 
prices of others between the outbreak of war in Korea and the general 
freeze. During that time, some sellers raised their prices much 
more than others. Without authority to roll back those excessive 
price increases, speculators’ prices would become ceiling prices which 
all consumers would have to pay. 

Inflationary price movements before the freeze were most dramatic 
in the case of scrap metals. Prices of many kinds of metal scrap 
were frozen at levels higher—in some cases much higher—than prices 
of primary metals. Nickel scrap, for example, shot up to more than 
$2 a pound while the price of primary nickel was 50.5 cents a pound. 
Fortunately we have been able to correct this situation and many 
others like it. 

But similar situations still exist with respect to other waste ma- 
terials and new ones may arise as a result of changes in production 
patterns. Yet all these waste materials are important raw materials 
for industries which cannot operate efficiently unless they can get 
these materials at reasonable prices. 

Not only waste materials are involved. For example, before the 
freeze, steel was extremely scarce and gray-market prices were often 
double the standard mill price. The freeze regulaticn made these 
gray-market prices into legal ceiling prices. Unfortunately, our regu- 
lations in this field had not yet been issued when the roll-back pro- 
hibitions first became effective. 
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Last year, crude rubber was bid up drastically in the world market. 
It has come down substantially. But the trade expects it to come 
down much further—perhaps to half its present price. That would 
bring the raw material costs for manufacturers of rubber products 
far below the level of last January and February. But there is little 
likelihood that actual prices for rubber products would automatically 
reflect the drop in raw material costs. Even in such extreme cases 
there can be no roll-back until we have gone through the long and 
involved accounting procedure I described a few minutes ago. 

For price controls we substitute a cost standard rather than the 
standard which all price controls must be measured against and that 
is what is the fair and equitable price. 


THE COST STANDARD BECOMES OVERRIDING 


There is a second reason why so much importance must be attributed 
to this difficult method of pricing. The new standard in 402 (d) (4) 
has the power to override all other price-control standards. For the 
same standard is mandatory upon application by individual sellers. 

Once individual sellers are given the right to get their ceilings ad- 
justed for all increases in their cost between certain dates, the use 
of that right becomes in each industry most attractive to those sellers 
who have permitted their costs to rise the most. It gives a bonus to 
those who have been least efficient managers and who normally are 
penalized in our competitive system by getting a smaller profit than 
their more efficient competitors. Under this provision, however, they 
are entitled to price increases unless OPS should find that the increases 
were unreasonable or excessive. 

Once they get these increases, it will in many instances be impossible 
to deny the same ceiling prices to their competitors even though the 
competitors cannot claim them individually on the basis of their own 
costs. 

This is true because many industries cannot for long function prop- 
erly with different prices for various sellers of the same commodity. 
Nor can price control function that way. How could we place any 
uniform ceilings, for instance, on a bag of standard fertilizer if the 
various fertilizer manufacturers had to pay widely varying prices for 
their materials? How could we set uniform ceilings at retail for any 
kind and cut of meat if some packers were given substantially higher 
ceilings than others—whether because their cost changes were really 
different or merely because they used different methods to allocate 


their costs? 
COST ABSORPTION AND THE COST STANDARD 


One final fundamental point. The cost standard requires that the 
price of each material bear a predetermined relationship to its costs— 
the relationship that existed immediately prior to the Korean incident. 

In addition to the numerous difficulties that I have already discussed, 
this involves the fundamental misconception that such a fixed relation- 
ship of costs and prices is a normal procedure in business. 

On the contrary, within fairly wide limits, prices for individual 
materials often fluctuate up and down quite without relationship to 
costs. 
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The manager of a large industrial enterprise is quite accustomed to 
having his margins over costs change frequently on the various lines 
or items he makes. As long as some margins go up as others go down, 
he is satisfied. He looks at the results of his whole business operation 
or whole sectors of his business operation to judge how well or how 
badly he is doing. Eas 

An efficient price control operation can and should, again within 
limits, use this same business standard. Merely because costs have 
gone up on one thing made by an industry doesn’t mean that the price 
of that item needs to be raised. Perhaps costs have gone down on 
other things. The real test is whether the over-all operations of that 
business or industry are satisfactory. When price control uses this 
test it is using business’ own standard. 

Business has practiced “cost absorption” for years. In fact, Amer- 
ican business has prided itself on its ability to absorb cost increases, 
yet maintain or lower its prices. By this technique, it has increased 
its volume and expanded its markets. During a prosperous time like 
this, when volume is at peak levels and markets are expanding, it is 
not unreasonable to abide by this time-proven principle of sound 
business procedure. 

Nor, is this new in Government price control. Just recently the 
Interstate Commerce Commission granted certain railroad freight 
rate increases. These increases took the form of blanket percentages 
applying across the board to numerous roads and numerous commod- 
ities. Of course, it is a fact that each commodity or class of eommod- 
ities carried by rail has its own separate rate. A different rate ap- 
plies to coal than applies to watches or fertilizer or shirts. Carrying 
each of these classes of commodities involves different costs, due to 
the need for different handling, and so on, and has involved different 
changes in cost. Likewise, different carriers have not experienced 
identical over-all cost changes. 

But the Commission did not try the impossibly complicated job of 
measuring separately the changes in hauling costs for each commod- 
ity. It did not grant different rate increases for different carriers 
and different commodities. Trying to measure the cost of hauling a 
ton of pork chops as opposed to a ton of gasoline is as impossible as 
trying to measure the cost of producing pork chops or the cost of pro- 
ducing gasoline, and for the same reason. 

Pork chops come off the same pig as bacon, ham, lard and pigskin. 
We know how much the packer paid for a hog but no one can say how 
much of that total cost goes into pork chops instead of bacon. Gaso- 
line is only one of numerous products made by refining a single barrel 
of crude oil. It is almost impossible to determine how much of that 
total cost can be allocated to gasoline and how much to kerosene or 
fuel oil. 

The same locomotive hauls coal, perfume, lumber, furniture, books, 
and neckties. The Interstate Commerce Commission didn’t try. to 
measure these separate costs or cost changes. Rather it found that 
considering the total impact of all the increases in cost on some items, 
and the decreases on others the general level of rates needed to be 
increased. 

I should add that no Government agency has ever successfully 
been able to measure costs on individual materials or services for use 
in regulation of any kind, except with long delay and excessive con- 
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troversy. Consider the problem of mail pay. Consider the argu- 
ments over contract renegotiation (many of which are still pending). 
But these dealt only with a small percentage of the total number of 
business firms. OPS must deal with them all. 

The National Advisory Board on Mobilization Policy, consisting of 
representatives of labor, management, and the public and of all the 
leading management organizations, pointed out the difficulty of the 
Capehart amendment and suggested that it be changed. 

The Senate Banking and Currency Committee, of course, as we 
said, has recommended the change and it was overwhelmingly adopted 
in the Senate. : 

I think that the case for the revision must have been very clear since 
the hearings in the Senate side were rather extended and the sub- 
committee considering specifically that revision went into it quite 
thoroughly and reported out the amendment that has since been 
adopted. 

The Bureau of Internal Revenue deals with all business firms. It 
often spends months auditing a single corporate tax return. But it 
has only the problems of excessive or unreasonable cost claims. It 
never has to determine proper costs on groups of products or indi- 
vidual products, or costs as of a particular date. It operates only on 
an over-all profit-and-loss statement for a full-year period. OPS does 
not have nor will it ever have the accounting staff of the Bureau of 
Internal Revenue. Yet this cost standard for adjustments on an 
individual company and individual material basis requires OPS to 
find prompt answers to all of the problems encountered by the Bureau 
of Internal Revenue and many more besides. 

[ still have not yet covered all the problems raised by section 402 
(d) (4), but I don’t think I need take up more of your time. On 
the basis of these considerations, the President and Mr. Wilson, Mr. 
Johnston, and myself, urged elimination of this section from the act. 
This followed the recommendation of the National Advisory Board on 
Mobilization Policy, which was unanimously approved by the Board 
at a meeting at which the following members were present : 

Charles E. Wilson, Director, Office of Mobilization, Davis W. 
Brooks, William H. Davis, George H. Meade, George Meany, Hershel 
D. Newsom, James G. Patton, Claude A. Putnam, Walter P. Reuther, 
Samuel Abbott Smith, Robert B. Taylor, and John Lord O’Brian. 

The Board, in its recommendation, said: 

As regards the Capehart amendment, its provisions are so complex that we 
are unable at this time to appraise its effects exactly. However, it seems that 
it will result in a general increase of price ceilings for large sectors of the 
economy. The principle of this amendment, to permit individual sellers to 
arbitrarily pass on to the purchaser all cost increases in the 13 months since 
Korea, blocks the efforts of the Government to get pricing which will be both 
fair and equitable to the producer and reasonable for the consumer. Equally 
serious are the complications which this amendment introduces in price-control 
administration and enforcement. Among other things, an enormous burden 
of individual price adjustments may be thrown on the stabilization agencies, 
made particularly complex by the need for cost information which most busi- 
nesses are not normally able to supply. At the same time, the requirements 
of the amendment will greatly hamper, if not preclude, the important work of 
simplifying price regulations and establishing uniform dollars and cents ceiling 
prices, in appropriate cases. 

The Senate Banking and Currency Committee, after hearings, 
reported out a bill which—although it did not repeal section 402 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2193 


(d) (4)—did remove its worst features. On October 4, the Senate 
passed this bill by a vote of 29 to 21. 

The amendment prohibits unlimited roll-backs of the prices of 
manufacturers, processors, and sellers of industrial services. In addi- 
tion, it requires provision for individual adjustments to relieve any 
such producer from financial hardship, whether from roll-backs or 
price ceilings of any description. 

Existing section 402 (d) (4) requires individual calculations of 
increases in all direct and indirect costs from the highest pre-Korean 
price up to July 26, 1951. It thus has the effect of requiring OPS 
to grant price increases to individuals even though their prices have 
not been rolled back and even though they are not suffering financial 
hardship, but are making abnormally high profits. 

For this adjustment requirement, S. 2170 substitutes a provision 
allowing individual companies suffering financial hardship to obtain 
an adjustment, covering their cost increases, to the extent necessary 
to remove the hardship. It permits OPS to issue and maintain 
uniform dollar-and-cents ceilings. It allows the continuation of ceil- 
ings already issued, as does existing 402 (d) (4), but subject to the 
individual adjustment to relieve financial hardship. 

The first sentence of S. 2170 makes no substantive change in the first 
sentence of section 402 (d) (4). It makes language changes only for 
the purpose of making perfectly clear the intention of Congress, 
which was to cover in the provision only the selling prices of manu- 
facturers, processors, and sellers of industrial services. 

The second sentence of S. 2170 also makes no substantive change in 
the second sentence of 402 (d) (4). The new language makes clear 
the intention of Congress that price regulations must meet the stan- 
dard of the sentence, rather than that they must be constructed accord- 
ing to a single mathematical formula. 

Clause (2) of the second sentence of 402 (d) (4) is preserved with- 
out change. 

A sentence has been inserted after the second sentence which modi- 
fies the original provisions for reflection of changes in costs, to avoid 
administrative difficulties. It requires regulations subject to clause 
(1) to include adjustments for necessary and unavoidable direct cost 
changes, and a reasonable allowance for changes in all other necessary 
and unavoidable costs properly allocable to the production and sale of 
the materials or industrial services. 

The fourth sentence of S. 2170 has been substituted for the third 
sentence of section 402 (d) (4) as now in effect. The Senate com- 
mittee stated that the principal purpose of 402 (d) (4) was that pro- 
ducers should be protected against the hardships of unlimited. roll- 
backs. The Senate committee likewise stated this to be the principal 
purpose of S. 2170. In addition to the provisions already described, 
the fourth sentence of S. 2170 makes hardship relief mandatory. 

Any manufacturer, processor, or seller of industrial services whose 
ceiling prices result in financial hardship to him becomes entitled to 
an individual adjustment of his ceiling prices, whether or not such 
prices represent roll-backs. The relief will be computed in accord- 
ance with the application of the formula prescribed in clause (1) to 
the costs and prices of the seller involved, and in the amount necessary 
to relieve such financial hardship, whether that means reduction of 
a roll-back or an increase in ceiling prices. 
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The last sentence of section 402 (d) (4) has been eliminated in S. 
2170 because it is taken care of by the newly inserted third sentence. 

Mr. Wilson has stated that S. 2170— 
is an improvement over the present section— 
and that— 
it represents a compromise designed to retain the principles of that amend:nent 
insofar as consistent with removal of the serious administrative difficulties 
which it creates. With the change this bill would make in the cost formula, and 
with the smaller number of individual applications that must be processed, I 
believe the new provision is workable. 

That is my own opinion as well. 

I want to go into the question of the Herlong amendment since 
that is one of the House amendments and before the Senate committee 
it was made very clear that if the House would take some action, the 
Senate committee would be glad to take it up since they had already 
rejected it, not only in committee but on the floor, in the original 
consideration of the bill. 

Discussion of that starts at the bottom af page 19 in the statement. 


THE DISTRIBUTIVE TRADES AMENDMENT 


Section 402 (k), like 402 (d) (4), purports to correct what I freely 
admit is a problem in price control. But, like the section already dis- 
cussed, it raises new problems more numerous and more difficult than 
the old ones it tries to solve. 

The impact of section 402 (k) varies with the type of regulation 
which is involved. The Defense Production Act of 1950 enabled OPS 
to adjust distributors’ margins up or down as circumstances indicated. 
Under section 402 (k), OPS may maintain the margins provided by 
existing regulations, or may increase them to the extent considered 
fair and equitable. But 402 (k) does not allow us to reduce any 
percentage margin set by existing regulations, even though a reduc- 
tion might be fully justified in the light of higher invoice costs and 
lower expense rates if the reduced margin falls short of the custom- 
ary pre-Korean percentage margin. This particularly has the effect 
of prohibiting dollars-and-cents pass-throughs, which OPS might 
properly and fairly have used in some instances unless such pass- 
throughs are provided in existing regulations. 

According to the statements made when this amendment was intro- 
duced, it is based on the assumption that the maintenance of historic 
percentage margins is fair and necessary and would not interfere 
with tight price control. The facts are otherwise. 

As distributors’ invoice costs rise, an unchanged percentage margin 
leads to higher gross profits. This is fair and necessary if the dis- 
tributors’ operating costs are rising at the same time and in approxi- 
mately the same proportion. All past experience shows that operating 
costs and invoice costs do not increase in the same time or in the same 
amount. 

EXPENSE RATES 


In fact, distributors’ operating costs fluctuate less than their sales 
volume. Consequently, their operating cost per dollar of sales decline 
as sales increase, and vice versa. The figures for 1950 show a decline 
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in the expense rate—that is, the ratio of operating costs to sales vol- 
ume—as sales increased following the Korean outbreak. 

It was claimed in support of this amendment that a substantial por- 
tion of distributor’s costs were directly related percentagewise to cost 
ot goods. Examples given were occupancy costs, selling commissions, 
insurance, credit, losses, and similar factors. 

In many cases, however, occupancy cost is fixed. This is particu- 
larly true of those large retailers who occupy their own buildings. 
Selling commissions likewise are not paid by all distributors. Many 
small distributors do not employ sales personnel. Large distribu- 
tors often pay only a fraction of their sales personnel on a commission 
basis. 

The other factors mentioned do not in all instances rise as volume 
goes up, and very rarely rise as much as sales volume does. These 
specifically named costs represent only a portion of total operating 
costs of distributors. Any increases they may experience in these 
costs are usually offset by reduction in other costs. 


MARKDOWNS 


Section 402 (k) is needlessly inflationary because it recognizes 
customary business markups and ignores customary business mark- 
downs. Of course, section 402 (k) does not require recognition of 
customary markups where these markups are largely nominal and 
nrany sales are made below these prices. But, where the bulk of 
the sales during the base period were made at the initial markup 
price, that initial markup is the customary one and must be recog- 
nized even though there were in fact some special sales during that 
period which reduced the average realized margin. Ignoring this 
kind of reduction in the realized margin imposes an inflationary 
requirement on price control. 

‘Vhe significance of markdowns in retail operations and the dif- 
ference in practice during the wartime sellers’ market is dramatically 
illustrated by the statistics of the Controllers’ Congress of the Na- 
tional Retail Dry Goods Association. It should be noted that these 
statistics show markdowns as a percentage of all sales, not only the 
sales of markdown merchandise. Nonetheless, they show that mark- 
downs of department stores in the years 1947 through 1949 aver- 
aged from 6.9 to 7.5 percent of sales, with the exact figures varying 
according to the size of the stores, 

Before the war, from 1935 through 1959, they were only slightly 
lower—from 6.6 percent to 6.8 percent. But during the inflationary 
war period from 1942 through 1945 they averaged from 4.3 percent 
to 4.7 percent. In other words, they were about a third less than 
before the war and almost two-fifths less than after the war. 

Still greater was the contrast in the larger specialty stores coverea 
by the Controllers’ Congress. Their markdowns were 8.9 percent 
of all sales before the war, 4.9 percent during the war, and §.1 per- 
cent after the war. 

On the average, therefore, distributors do not receive their cus- 
tomary percentage margins for all their sales. In an inflationary 
period, however, there will be few markdowns and clearance sales. 
Maintenance of full compulsory percentage margins, therefore, in 
reality increases the total gross margin. 
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EXPENSE RATES MUST BE CONSIDERED 


Now, 1 want to emphasize that it is recognized by OPS that dis- 
tributors’ margins must be large enough to assure a fair return for 
their efforts, and we have set ceilings accordingly. This is required 
by the provisions in the act that ceilings must be “generally fair and 
equitable.” 

Where distributors’ invoice costs do not rise, there is no problem. 
Where invoice costs rise and operating costs also rise to such an ex- 
tent as to require the maintenance of the customary percentage mar- 
gin, that margin will be maintained. It would be neither necessary 
nor fair, however, to maintain the customary percentage margin 
where invoice costs rise but operating cost per dollar of sales declines, 
or rises at a much smaller rate. 


DOLLARS-AND-CENTS MARGIN OFTEN USED 


In fact, there are a good many distributive trades which would not 
think of using a fixed percentage margin as the basis for their normal 
operations because the prices of the commodities they deal with 
fluctuate so much more sharply than their operating costs. This is 
especially true in the distribution of many industrial materials, and 
distributors of industrial materials are covered by section 402 (k) 
together with those distributing consumer goods. 

Let me again give you an ex: ample. Industrial molasses has risen 
to about four times its pre-Korean price. Maintaining the per- 
centage margin for distributors of this product which existed during 
the month before Korea, therefore, would give distributors four times 
as many dollars and cents—clearly a fantastic increase in profit. 

These distributors have faced very sharp price fluctuations before 
and customarily use a dollar-and-cents margin rather than a per- 
centage margin in setting their sales prices. The same is true in 
regard to a good many other industrial materials subject to sharp 
price fluctuations. 

Since these distributors do not customarily use a percentage mark- 
up, section 402 (k) has no application and OPS regul: tions may 
properly continue the dollars-and-cents mark-up used by these dis- 
tributors. Even in such cases, the windfall of section 402 (k) might 
tempt the distributors to contend that they customarily used per- 
centage mark-ups and lead to needless controversy. But the telling 
point made by the normal practice of these distributors is that equity 
and fairness do not necessarily require that cost increases be pyra- 
mided into even larger price increases. 


EXPERIENCE UNDER OPA 


Experience under wartime price control confirms all that I have 
told you about this provision and clearly proves that it is neither 
necessary or fair. OPA required distributors to accept a reasonable 
amount of cost absorption. Congress did not prohibit it, although 
that was frequently proposed. But even with some cost absorption 
the distributors found a decline in their operating costs per dollar 
of sales. And they enjoyed a very substantial increase in. their net 
profits. 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2197 


This is dramatically illustrated by all available information on the 
subject. To give you concrete figures, I have to turn once more to 
that segment ‘of the distributive trades for which the largest amount 
of statistics is available—that is, the department stores—and I am 
again citing figures collected by the Controller’s Congress of the Na- 
tional Retail Dry Goods Association. 

These figures show that gross margins of department stores in 1940 
were between 36.4 and 37.6 cents per “dollar of sales. In spite of cost 
absorption required by OPA, they were between 38.2 and 39.2 cents 
in 1944, the last wartime year for which the figures were available. 
But operating expenses, which in 1940 had been between 34.1 and 
35.4 cents per dollar of sales, were in 1944 only between 26.1 and 27.8. 
The result was a spectacular increase in net profit. 

In 1940, the stores netted from 2.2 to 2.8 cents per dollar of sales, 
but in 1944 their net was between 11.2 and 13.1 cents—about five times 
as much as in 1940—and all in-spite of cost absorption and reduction 
in the percentage margin included in individual ceiling prices. If 
the Congress had imposed maintenance of the customary percentage 
margins by OPA, distributors’ net profits would have risen even higher 
and the entire price level would have been substantially and needlessly 
‘aised. The same considerations apply today. 


THE EXCEPTION TO SECTION 402 (K) 


It is true that section 402 (k) would permit an exception but only 
in regard to specific items of a line of material that is in short supply. 
Moreover, the exception would be permissible only if the Government 
had taken specific action to encourage production of the item in ques- 
tion, and if there were formal finding that the reduction was not only 
generally equitable but also ‘ ‘proportionate to the reduction at all 
levels of production and distribution,” a finding which as a practi@l 
matter could almost never be made. Actually, where specific action 
is required in order to encourage production, such action might very 
well be an increase in margins at producer levels. 

The very fact that this exception is allowed in section 402 (k) points 
to a basic misunderstanding from which this provision arose. It was 
apparently assumed—and “it was so stated in the testimony of the 
American Retail Federation—that price control is not really necessary 
except where a shortage of a particular item exists. This view com- 
pletely ignores our experience with inflation in 1950. There was no 
shortage of most goods and materials last fall, but prices went up 
and up. Prices went up because of the pr essures from heavy fear 
buying by both business and consumers. Last year’s inflation infected 
all goods and all markets until action by OPS remov wed the fears which 
had led to panic and speculative buying. 

The inflationary pressure we face today stems from an imbalance « 
between total consumer income and total supply of available consumer 
goods. Certainly, inflationary pressure is not confined to those items 
which are both in acutely short supply and so essential as to require 
specific Government action to encourage their production. 

I therefore feel fully justified in asking the Congress to eliminate 
section 402 (k) from the Defense Production Act. 
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PRICE CONTROLS ON BEEF 


When we started our program to control meat prices we tried to 
profit by the mistakes of World War II price control. Our very first 
action was a regulation setting up slaughter quotas. This device was 
used during part of World War II period. While in use it showed 
itself to be an effective and workable way of avoiding black markets. 

Congress in extending the Defense Production Act decided that the 
future rollbacks of cattle prices should be prohibited. However, 
Congress rejected proposals for decontrol of beef which had been 
strenuously urged. Congress demonstrated that it wanted OPS to 
maintain ceilings and to make them effective, workable, and firm. 

But at the same time, acting on the pleas of those who wanted no 
controls on beef, Congress threw out the system of slaughter quotas 
upon which an effective and sensible controls program must be based. 

This has resulted in an inconsistency between the objectives of price 
stabilization expressed by Congress and the procedures provided for 
achieving those objectives. 


QUOTAS ARE ESSENTIAL TO MEAT PRICE CONTROL 


Without slaughter quotas our efforts to maintain effective price 
controls on beef will be made vastly more difficult. I testified before 
the Senate committee a month ago and I want to repeat here that it may 
well be that the issue prese nted to Congress is whether we shall have 
meat price controls or whether we shall not. 

In the last few days we have had dramatic confirmation of this 
statement. The general counsel for the National Independent Meat 
Packers Association—NIMPA—has written to the members of his 
association urging them to oppose slaughter quotas in order to defeat 
Iwice control. I have copies of Mr. LaRoe’s letter with me, and I 
would like to read it to the committee. . 

This letter makes it clear what the real issue is, namely, whether 
Congress will give meat price controls a fair chance to work or whether 
it will run the risk that they will break down. 


PRICE CONTROL 


The letter is as follows: 


Tothe Members: 

There is a chance of beating price control by defeating the administration’s 

attempt to destroy the quota power to OPS. Mr. DiSalle has said that price 
control on meat will not work without the quota power. This makes it terribly 
important to do everything we reasonably can to defeat quotas, if we want to 
put an end to price control. I fully realize that opinion in NIMPA is divided on 
the subject of the quotas, but I believe that the opinion will be unanimously 
against quotas if we could put an end to price control through defeating the 
restoration of the quota power. It is important for those who agree with this 
proposition to write their Senators and Representatives in opposition to restoring 
the quota power. 
I understand since this letter was sent out on October 2 that Mr. LaRoe 
has again confirmed this statement and said that that makes the issue 
very clear, whether we are going to have price controls or not have 
price controls and in order to defeat price controls, make sure that 
there is no restoration of the slaughter quotas. 
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Again, I want to repeat what I told the Senate committee—we will 
not immediately revoke price controls on meat if you do not give us 
the power to reimpose slaughter quotas. On the contrary, we will do 
our best to make them work. But I would be less than frank if I did 
not tell you that in the long run there is a real possibility that the 
whole program will prove unworkable and have to be abandoned if 
we do not get slaughter quotas. 

Slaughter quotas are important for several reasons: 


QUOTAS ARE NEEDED TO MAKE THE CATTLE CEILINGS WORK 


To begin with, our cattle price ceilings may be unworkable without 
quotas. Cattle prices are running away from us. Our ceiling on 
prime cattle is $37 at Chicago and yet in the last few weeks prime 
cattle have been selling on the Chicago market at prices substantially 
higher than $37. : 

Not only that, but legitimate packers in the Middle West, old and 
substantial companies, cannot purchase cattle at the price compliance 
levels. Many companies are way below normal volume. Their for- 
mer quotas are going somewhere else. 

You may ask why we need quotas to make cattle ceilings work; 
why we do not simply put our enforcement people on the job? The 
answer to that is that they are on the job; we have a vigorous enforce- 
ment program. We have over 1,300 investigators in slaughtering 
plants right now. But aggressive enforcement, although it is essen- 
tial to support controls, is not enough. This is because of the way 
the cattle ceilings work. 

All of you know that the worth of an animal depends.on its quality 
or grade and on the amount of meat it will yield when slaughtered. 
You also know that you can’t tell the grade and yield of an animal 
until it is slauehtered. 

For this reason we do not place a ceiling on the individual animal. 
Our ceilings are limits on what a slaughterer may pay on the average 
for all cattle slaughtered during an accounting period. There is no 
ceiling on the individual animal, nor is there any ceiling applicable 
to the seller. Slaughterers may pay more for one head or lot of cattle 
provided they pay less for another head or lot. They are in com- 
pliance with the regulation of their purchases average out at the end 
of the month. 

It is not practical under ceilings of this type to police individual 
purchases since no individual purchase is a violation of the regulation. 
Hence it is possible for one or more slaughterers to bid up the price 
beyond compliance limits in a particular market and other slaughter- 
ers must either pay the price or withdraw from the bidding. - 

The quota system made the compliance ceilings workable by oper- 
ating as a limit on the volume of livestock for which any slaughterer 
could bid and as an assurance to each slaughterer that he would obtain 
his normal share of the total available supply without bidding up the 
price. It ]so automatically deterred violations of the compliance ceil- 
ings because there would be downward adjustment of quotas in the 
event of such violations. 

Moreover, quota violations are much easier to discover and to prose- 
cute than cattle ceiling violations. It is fairly easy to check a man’s 
volume of slaughter. It is also clear that a man who slaughters in 
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excess of quota is doing it willfully and a quota violation is much 
easier case to try before a judge or a jury. 

That is the situation on beef. We may not be able to hold the cattle 
ceilings without quotas. The first 2 months of OPS price control 
demonstrated that you cannot hold beef prices without cattle ceilings. 
And I dislike to think of what will happen to our economy if we can- 
not control the price which the workingman must pay for so important 
a food item as beef. 


QUOTAS ARE NECESSARY TO STOP THE BLACK MARKET 


That is only part of the story. I know that many people in Con- 
gress believe that since we can still register slaughterers we can control 
the black market even though we do not have quotas. This is a mis- 
conception. Registration helps. We are better off with registration 
than without it. But it is not enough. Meat price controls are so 
complex that we need every weapon in the control arsenal. 

Quotas assure each packer of his normal share of the total available 
supply of livestock. If a packer gets his normal volume and if our 
price regulations are fair and equitable, a packer can make a profit. 
If the average packer can make a profit he will not violate our ceilings. 
This is because the average packer, like the average businessman in 
other fields, is basically law-abiding, and wants to obey our regulations 
even when he doesn’t like them. 

But if a packer finds his kill way down he knows he is going to lose 
money. You can write and rewrite your ceiling prices until dooms- 
day, but in a narrow-margin business like meat packing there is no 
way a packer can break even let alone make a profit, if his volume 
is way down. 

What is likely to happen in a situation like this is that the packer 
looks around and sees the chiselers taking the livestock away from him. 
He has been in business for years and has an investment to protect. 
The temptation to pay overceiling prices for cattle in order to get his 
volume up is almost irresistible. Experience shows that some packers 
succumb to the temptation, pay overceiling prices for cattle and the 
charge overceiling prices for meat in order to come out. 

We ourselves have been surprised at the number of violations turned 
up in our current enforcement drive. Violations were discovered in 
about 38 percent of the plants investigated. This figure gives you an 
idea of the dimension of our enforcement problem without quotas. 
With quotas there will be no economic incentive to commit many of 
these violations and those which are committed will not have the same 
impact on our ceiling price structure. 

Moreover the conduct of the violators inflicts severe hardship on the 
many honest businessmen who try to comply with our regulations. 

The violations we have uncovered are the beginning of the meat 
black market. It starts with the packer but it goes all the way down 
the line. The wholesaler and retailer go to the legitimate packer who 
has supplied them all along and find he has no meat. If they want to 
stay in business they must buy meat from the chiseler at overceiling 
prices, and if they want to make a living they have to resell meat at 
overceiling prices. 

The net of all this is that the honest businessman suffers, other busi- 
nessmen are forced to go black and the consumer has to pay overceil- 
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ing prices for meat—all because livestock are diverted from normal 
channels. 

And, of course, when cattle go into the black market, there are the 
added disadvantages of unhygienic slaughtering, loss of animal by- 
products used in making vital drugs such as insulin and ACTH, and 
loss of valuable hides. 

You have heard a great deal about the black market in meat under 
OPA. The point I want to make is that under OPA the problem was 
not production but distribution. Meat production was high and in- 
creased steadily all during OPA. Similarly our problem is not one 
of production but rather of distribution. Quotas enable us to preserve 
a normal distribution pattern. 


QUOTAS ARE NEEDED TO TAKE CARE OF THE ARMED FORCES 


There is a third reason why a slaughter quota system is essential. 
It is necessary to assure fair distribution of meat among civilians in 
cases where the Armed Forces take a large proportion of the available 
meat supply. 

We have about 3,500,000 men under arms. They will need plenty 
of meat. 

The Armed Forces get their meat only from Federally inspected 
plants. 

These Federally inspected plants are the only ones which can ship 
meat across State lines. 

Every area of the country execpt the Middle West consumes a great 
deal more meat than it produces. Consumers in Boston, Philadelphia, 
Atlanta, New Orleans, Seattle, and Los Angeles all depend on inter- 
state shipment of meat. They depend on the same Federally inspected 
plants from which the Armed Forces get their supplies. 

Under the quota system we can and we do give greater quotas to 
plants which supply the Armed Forces. This means that Federally 
inspected plants are able to get enough livestock to supply meat to 
the men in our Army, Navy, and Air Force and also to ship meat 
across State lines to civilian consumers in those States which don’t 
produce enough meat. 

Before May 1951, when we adjusted our quotas to provide for the 
Armed Forces, the Quartermaster General was experiencing difficulties 
in filling military needs. After this provision was made, the Defense 
Department reported to us that these difficulties had disappeared. 
Since the repeal of quotas, the Army is again having a great deal of 
trouble getting meat. 

In the last war, before quotas were established, somebody suffered— 
either the Armed Forces did not get enough meat or civilian consumers 
outside the Middle West did not get enough meat. We don’t want 
this to happen again. But it is very likely to happen if we do not 
have slaughter quotas. 


DISTRIBUTION IS BEGINNING TO SUFFER 


We are receiving numerous protests from trade associations that the 
industry is meeting increasing difficulties in obtaining livestock sup- 
plies. The National Association of Meat Producers and Wholesalers, 
which includes a large proportion of the customers of the slaughterers ; 
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the Metropolitan Slaughterers Association, who represent virtually 
all independent slaughterhouses in the metropolitan New York and 
New Jersey area; the National Association of Independent Beef 
Slaughterers, who represent a large number of independent slaugh- 
terers, all predict chaos in the distribution of meat without quotas and 
declare it is imperative that slaughtering quotas be restored if price 
control is to be effective. OPS is also receiving reports from indi- 
vidual slaughters that, without quotas, they find it much more difficult 
to obtain livestock through normal channels. 


QUOTAS DO NOT LIMIT MARKETINGS 


The argument against slaughter control is that it limits marketings. 
Thisis wrong. It is based on a misconception of how the quota system 
worked. This is the way we administered the program : 

OPS consulted the Department of Agriculture every month. It 
then estimated the number of cattle, sheep, and hogs which would be 
brought to market. 

If the estimate was that the hogs brought to market in July 1951, 
would be 110 percent of those slaughtered in July 1950, each packer 
was permitted to slaughter 10 percent of what he slaughtered in 1950. 
That way each packer was able to obtain the same share of the total 
supply of hogs he obtained in 1950. 

If more livestock was brought to market than OPS estimated, it 
simply increased quotas. Sometimes it increased quotas in a particu- 
lar area. We did that within 24 hours in particular areas. We also 
acted on a country-wide basis to increase quotas. In July, for example, 
OPS increased hog quotas from 105 to 110 percent of 1950. 

The regulation was flexible in meeting situations that were beyond 
the slaughters’ control. Among such cases in our files is that of a fire 
at a feed lot. Within 5 hours of the first report, the owner of the estab- 
lishment was allowed to exceed his quota in order to slaughter all his 
damaged cattle. Nowhere was the flexibility of the program more 
evident than in the recent Kansas-Missouri flood. 

The action taken by the OPS to prevent serious meat shortages from 
developing included the transfer of quotas from damaged to non- 
damaged plants of slaughterers serving the metropolitan Kansas City 
area, and the waiving of quotas of other local slaughterers who were 
willing to service the outlying areas which were cut off from supplies 
due to crippled transportation. 

Of the total of 13,679 plants which were registered up to the time 
quotas were eliminated, on July 31, 1951, less than 1,200 slaughtering 
plants had requested adjustments. That only 9 percent found cause 
for even seeking adjustment is good evidence that the industry could 
operate under the slaughter quotas without undue hardship. 


WHY CATTLE QUOTAS WERE BELOW 100 PERCENT 


OPS cattle quotas were usually below 100 percent. This is because 
in every month of 1951 so far, cattle marketings have been below 1950. 
They were below 1950 before quotas. They were below 1950 while 
quotas were in effect. They are still below 1950 now that quotas have 
been repealed. 
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This is shown in the table below which also shows that in every month 
marketings have been below quotas. That is the answer to the argu- 
ment that quotas limit marketings. 

Cattle: Salable receipts at 12 principal markets, Jan.—July 1950 and 1951 


| Cattle receipts (in 


thousands) Percentage OPS 
Month Paes aes 1951 of es 
1950 quota! 
1950 1951 | 
Before quotas: 
January F 78 RAS 99 
February - - -- 724 647 89 
March 766 665 &7 
During quotas 
April 711 696 GS 101 
May 799 711 89 94 
June 731 1 77 87 
July S05 735 9} 97 
After quotas: August 923 831 90 


1 Includes extra quotas for deliveries of beef under Armed Forces contracts 


Source: U. 8. Department of Agriculture and Office of Price Stabilization 


Marketings have been low, yet we have more cattle on the hoof than 
in 1950. This is true because back on the farms, behind the markets, 
there are well-recognized variations in production im response to 
market conditions. ‘These variations do not coincide with market 
conditions. They lag behind or step out ahead. How much depends 
on how long it takes to produce the particular animals for market. 
It may take as long as 3 years to plan and produce cattle and get 
them marketed. In hogs the period is less than a year. Since 1948 
farmers have been increasing their cattle herds because of favorable 
feed prices in relation to prices of beef cattle. New producers have 
come into the cattle industry and have been building up their herds. 

This expansion of herds causes more cattle to be held away from 
markets for breeding and for heavier weights. When farmers are 
building up herds the ratio of slaughter to herds may be as low as 
30 percent. When they are reducing herds, as in 1945, 1946, and 
1947, the ratio of animals slaughtered to those kept in herds was 
40 percent or more. 

This explains why the cattle population is a poor measure of the 
number which will be marketed and available for slaughter in a given 
year. It shows that quotas are not the real reason for the reduced 
marketings of cattle this year. 

Quotas do not restrict the total slaughter of cattle. Every head 
of livestock marketed can be slaughtered. When cattle quotas were 
set at 90 percent you heard a lot of talk about “where was the other 
10 percent?” The answer is that there was no other 10 percent. “The 
quotas in any given month are enough to absorb all cattle coming to 
market. The quota is not 90 percent of marketings for the coming 
month of 1951 but 90 percent of marketings for the corresponding 
month of 1950. 

Farmers are expected to increase the number of cattle on farms for 
another three or more years, which means that for some time relh- 
tively fewer animals will be coming to market. As long as this trend 
keeps up slaughter quotas are desirable in order to distribute fairly 
the supply of cattle coming to market. The relatively low rate of 
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marketing of cattle is a direct justification for quotas on cattle 
slaughter. 

The Senate committee has reported out a bill which restores our 
power to establish slaughter quotas and also dispels any fear on the 
part of Congress that quotas will be used to limit marketings. The 
bill provides assurances that we will not limit marketings and will 
adjust quotas to permit purchase of all slaughter cattle ‘brought to 
market. 

The bill also requires us to allocate meat if we impose slaughter 
quotas. We have always intended to allocate meat if it proved neces- 
sary. We do not think it is necessary right now. We would prefer 
to have Congress leave the matter to our discretion, but if Congress 
wants us to allocate meat immediately, we will do it. 


CAN PRICES BE STABILIZED? 


I wish I could promise that if these sections were repealed or 
modified we could guarantee an absolute stability of prices for the 
next year. I can promise that, whether or not these sections are 
repealed or modified, we will do the best, most honest, most sincere 
job within our power to accomplish. 

You realize, of course, that a wide area of the cost of living is not 
within our control. This includes all agricultural commodities below 
parity, rents, charges of most public utilities and common carriers, 
professional services, including, now, barbers and beauticians, insur- 
ance premiums, motion pictures and newspapers, and wide range of 
similar items. 

But even in the area for which we are responsible, an absolute hold- 
ing of the price line may not be possible. Price ceilings must be 
generally fair and equitable. Some cost increases are bound to occur. 

We cannot and should not close our eyes to these. This does not 
mean that reasonable cost absorption cannot or will not be required. 
But fairness and equity require limitations on the extent of such 
absorption. It should be recalled that retail prices, although reaching 
an all-time peak in July, have still risen substantially less than 
prices of basic raw materials. Much of the increase in these raw ma- 
terials prices occurred before price controls were begun. In fact, 
most of it occurred even before September 8 when the price control 
euthority first became available. 

Our program for tailored regulations at manufacturing levels has 
been almost completely stalled since early June, awaiting legislative 
developments. We are still in the interim stage of self-computed 
ceilings, and unless section 402 (d) (4) is repealed or modified, we 
will have great difficulty getting bevond that stage. Thus we have 
lost several priceless months of relatively mild inflationary pressures 
that should have been used to build a strong and viable structure of 
controls at the manufacturing level. 

More important, business and public support and understanding of 
our program are impaired. The manufacturer who computed new 
interim prices to become effective May 28, has been bewildered and 
irritated by delays, postponements, and extensions. He may not like 
the prices he computed last May, but he often wishes that he could 
know what his prices were going to be and what he could expect. 
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Today, he faces new calculations and new filings, with firm uniform 
tailored regulations still in the uncertain future. This cannot help 
but leave some permanent mark on our program. 

Repeal or modification of these provisions will not provide us 
with a perfect price control law, but it will give us an act under which 
we can move forward with a sound and workable stabilization 
program. 

There is also attached to the statement letters from various account- 
ing firms throughout the country, also many large concerns which 
state their opinion on the workability of the law in its present form. 

(The matter referred to is as follows :) 


ToucHE, NIVEN, BAILEY & SMART, 
CERTIFIED PUBLIC ACCOUNTANTS, 
Detroit, Mich., August 28, 1951. 
Mr. PAvut M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Washington 25, D. C. 

Dear Mr. GREEN: This is in reply to your letter of August 27 to our Mr. John 
Kohlrieser. 

In that letter you asked the following question: 

“Without reference to the desirability of price control, and without expression 
of your opinion as to whether prices are now high or low, whether they should 
be higher or lower than they now are, do you believe that from a technical ac- 
counting point of view it is advisable to administer price control on the basis 
of total costs including selling and administrative expenses, broken down by 
individual units of material or products?” 

The essence of the question, from a technical accounting point of view, is 
whether it is possible for the administrative agency to obtain reliable total 
costs by individual units. That, in turn, breaks itself down into whether com- 
panies can furnish reliable data on total costs by products, on the one hand, and, 
on the other hand, whether information by individual products will provide 
such voluminous detail that effective administration will be impossible. 

It has been my experience that large numbers of commercial and industrial 
companies do not have adequate and reliable individual cost data. In some 
cases, the number of products is so great that individual changes can be meas- 
ured more readily by changes in material and component parts, rather than by 
changing constantly the complete cost data. Many companies are not accurate 
for pricing purposes in the allocation of overhead. This is true particularly of 
selling and administrative overhead, which in many cases is not allocated to 
product. Administration on the basis of individual product costs would be 
very difficult in those companies; however, even in these cases, it is practical 
and, I think, administratively workable to use total costs on an aggregate basis, 
and to measure the changes in costs from period to period. 

On the other hand, there are companies that do have reliable product costs, 
do have a comparatively small number of products, and do have a reasonable 
basis of allocation for even selling and administrative expense. In those com- 
panies it would seem to me that it would be possible to have price control on 
the basis of individual product costs. 

In view of the great variety of conditions and the differences in the nature 
of all products, and differences in the customary pricing habits, it would seem 
to me unwise to require that individual product costs must be used or, off the 
other hand, unwise not to permit their use in proper circumstances, 

Very truly yours, 
GEORGE D. BAILEY. 


HASKINS & SELLS, 
CERTIFIED PURLIC ACCOUNTANTS, 
New York, August 29, 1951. 
Mr. Pau. M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Washington 25, D. C. 

Drar Mr. Green: I have your letter of August 27 in which you refer to the 
provisions of the Defense Production Act, as amended, and request that I answer 
the following question : 
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Without reference to the desirability of price contre] and without expression 
of your opinion as to whether prices are now high or low, or whether they should 
be higher or lower than they now are, do you believe that from a technical 
accounting point of view it is advisable to administer price control on the basis 
of total costs, including selling and administrative expenses, broken down by 
individual units of material or products? 

In answering your question I shall not attempt to interpret the accounting 
requirements of the Defense Production Act, as amended; my comments will be 
limited to the practicability from a technical accounting point of view of admin- 
istering price control on the specific basis stated in your question. 

As you well know, cost accounting for a manufacturing company is a compli- 
cated process which involves many matters of judgment and many alternative 
procedures which are acceptable but which do not tend to produce comparable 
results between industries or even among companies in the same industry. The 
administration of a Price Control Act that is related to cost is complicated and 
difficult at best. It seems to me that to the extent that it is based on extensive 
costing procedures, it rapidly becomes more difficult to administer even to the 
point of becoming impracticable not only from the standpoint of enforcement by 
a Government agency, but also from the standpoint of compliance on the part of 
manufacturers. Based upon many years of public accounting experience, it is 
my impression that while many manufacturing companies have reliable records 
of total costs and of increases in total cost, the vast majority of manufacturing 
companies do not have cost records which would be reliable as to cost of indi- 
vidual units of material or products. Even when one considers the simpler 
elements of cost accounting such as direct materials and productive labor, there 
are many difficulties involved because of inconsistencies between companies as to 
what materials are eonsidered direct materials and as to what labor is considered 
productive labor. 

In computing unit costs these difficulties increase as other items, such as factory 
overhead, are added to the computation, and it seems to me that it becomes 
impracticable to achieve Comparable results when an attempt is made to allocate 
selling, advertising, distribution, and administrative costs on a unit basis. It is 
probable that there are not many companies in the country whose accounting 
systems provide for the allocation of selling, advertising, distribution, and admin- 
istrative costs in their costing procedures. 

Nothing that I have said heretofore is intended to refer to the question of 
whether total cost, including selling and administrative expenses, should be 
considered in administering price control, which I consider to be a policy question ; 
it is intended to apply only to the breaking down of such costs to individual units 
of material or products. If selected as the basis for price control, total costs or 
increases in such costs probably could be demonstrated without the necessity 
of computing total unit costs. However, in answer to your specific question, it 
seems to me, for the reasons outlined in the foregoing paragraphs, that from a 
technical accounting point of view it is not practicable to attempt “to administer 
price control on the basis of total cost, including selling and administrative 
expenses, broken down by individual units of material or products.” 

Yours very truly, 
JOHN W. QUEENAN. 


GENERAL Motors Corp., 
WASHINGTON OFFICE, 
Washington 6, D. C., August 29, 1951. 
Mr. PAut M. GREEN, 
Director of Accountina, 
Office of Price Stabilization, 
Washington 25, D.C. 

DEAR Mr. Green: We have your letter of August 27 asking for our opinion as 
to whether it is advisable to administer price control under the Capehart amend- 
ment on the basis of total costs, including selling and administrative expenses, 
broken down by individual units of material or products, 

The question raised in your letter is not new. We had a similar situation 
under OPA as to the manner in which cost data should be shown and presented 
for review. Again, within the past year, automotive industry representatives 
met in a series of meetings sponsored by OPS under Mr. John Hancock to draft 
a practical approach to a pricing formula for the passenger-car industry. Both 
of these instances involved the preparation of cost data for a purpose similar 
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to that which you are now considering and a basis of reporting was worked out 
which did not require the calculation of total unit costs. 

In these cases, the basic approach was the same. This contemplated an under- 
standable, workable, and verifiable presentation of the increase in cost segre- 
gated as to (1) material (direct and indirect), which was based on the change 
in the cost of materials entering into production of a product, and (2) payroll, 
based upon the change in wage rates (including fringe benefits), during a given 
period. Minor variations of this principle were available which provided flexi- 
bility for the single product and the multiproduct company. 

I believe that the intent of the Capehart amendment provides for a continuation 
of this same principle which can be administered. It would be most unfortunate 
for all concerned if we were now to depart from a principle and practice which 
has been proven. While the quotation contained in your letter is directed solely 
at the practicality of determining “total unit costs, including * * * ,” the 
body of the letter indicates that you are primarily concerned with the adminis- 
tration of the Capehart amendment. As we explained to you yesterday morning, 
we feel that the intent of the Capehart amendment can be met satisfactorily by 
dealing with cost increases (or decreases) since the base period. The Capehart 
amendment itself does not contain any reference to total “unit” costs and our 
experience indicates that cost increases can be determined without dealing with 
total “unit” costs. 

As you know, we have determined a ‘cost increase factor’ for our individual 
ear lines which we believe adequately demonstrates the total material and wage 
and salary payroll increases since the base period. This is subject to verifica- 
tion by review of our records. These increases can be calculated as a percent of 
unit sales price in determining the increase per unit required to reflect these 
cost increases. 

We recognize the difficulty of determining total unit costs, under usual cost- 
accounting practices, which in our case do not cover the allocation of all expenses, 
beyond standard factory costs, on a unit basis. To require a company to demon- 
strate the validity of so-called total “unit” costs by a series of detailed account- 
ing breakdowns is not practicable in the case of a multiproduct company. We 
should like to emphasize, however, that it is quite practicable to show a cost- 
increase factor on a unit basis that is a realistic measure of the type of cost 
increases required to be reflected by the Capehart amendment,*and we would 
urge that the OPS direct its attention at this aspect of the problem. 

In order to comply with the over-all intent of the Capehart amendment it is 
only necessary to give consideration to the other elements of cost such as depre- 
ciation, insurance, taxes, advertising, ete. These cost elements do not normally 
lend themselves to measurement in terms of cost per unit of production. While 
accounting practices and systems vary greatly from industry to industry and, 
indeed, from company to company in an industry, and while many companies 
may not be in a position to furnish unit costs broken down by individual units of 
production for these elements, nevertheless increases or decreases Can readily 
be calculated. 

As an example of what we have in mind, the following formula sets forth the 
basis on which a caleulation could be filed under the Capehart amendment: 








Price- 
Amount increase 
factor 
; Percent 
Net price (base period) - patiemale ae icles $100. 00 .. 
Material increase (based on bill of material for best-selling item in each category) 6. 50 *6.5 
Labor increase ‘ 4. 50 4.5 
Labor-cost ratio to sales. - .- : 25. 0% 
Increase in payroll 18. 0% 
Other cost increases } 1.00 | 1.0 
Total company net sales $500, 000 =$350, 000 
Other costs, amount $10,000 $10, 500 | 
Sales ratio 2.0% 3. 0% | 
Total cost increase._..--- be iiiuidin Walia Sin da til Bs Bi 12.00 12.0 


Ceiling price__-- : A RR a BES, Ae a 112.00 |.. eee 
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We believe, as.we have stated above, that a workable system of price control 
can be applied under the terms of the Capehart Amendment based on readily 
available accounting data showing (1) the increases in labor costs and material 
costs from a “base date” to some current date on a unit basis for the best selling 
commodity of a production line or category, and (2) the increases in all other 
costs shown in the aggregate. 

Yours very truly, 
R. C. Marx, Comptroller. 


LYBRAND, Ross Bros. & MONTGOMERY, 
CERTIFIED PuBLIC ACCOUNTANTS, 
90 Broap STREET, New YorK, N. Y., 
August 29, 1951. 
Mr. Paut M. GREEN, 
Director of Accounting, 
Office of Price Stabilization, Washington, D. C. 

Drar Mr. GREEN: This is in response to your letter of August 27 in which 
you solicit our opinion on a question arising out of the “Capehart amendment” to 
the Defense Production Act. 

With the exception of companies dealing in a single product having no varia- 
tions in size or quality, the accounting systems of industry generally are not de- 
signed to develop unit costs including “selling, advertising, office, and all other 
distribution, transportation, and administrative costs.” While costing pro- 
cedures in different industries and as among different companies vary, it is a rare 
case where they are designed to distribute, among the products manufactured, 
costs other than those relating to material, direct and indirect labor, and fac- 
tory (or production) overhead. 

We are familiar with situations under which it has been necessary to make 
some distribution of selling, distribution, and similar expenses among lines of 
production (as, for example, in justifying cost differentials under the Robinson- 
Patman Act). In our experience, such determinations have always required 
special costing analyses and have been exceedingly time-consuming. Difficult 
questions of allocation arise, many of which must be decided along arbitrary 
lines without the guidance of standards developed by general practice. 

Accordingly, it is our opinion that generally it would be impracticable for 
industry, without amplifying, supplementing, and extending accounting systems 
currently in use, to develop dependable and defensible “total costs, including 
selling and administrative expenses, broken down by individual units of material 
or products.” 

Very truly yours, 
LYBRAND, Ross Bros. & MONTGOMERY. 


SCOVELL, WELLINGTON & Co., 
ACCOUNTANTS AND AUDITORS, 
MANAGEMENT CONSULTANTS, 
New York, August 28, 1951. 





Pau M. GREEN, 
Director of Accounting, Office of Price Stablization, 
Washington, D. C. 

DEAR Mr. Green: This statement is sent to you, in answer to your request of 
August 27, for presentation at a meeting of the Senate Committee on Banking 
and Currency. It is based on the experience of the writer and of his firm 
covering more than 40 years. The writer is one of the original members of the 
National Association of Cost Accountants, and he and his firm have devoted a 
substantial part of their professional practice to cost accounting. 

In spite of the advice of professional accountants, the National Association 
of Cost Accountants, and other organizations interested in better cost accounting, 
it is an unfortunate fact that even today only a small proportion of the eorpora- 
tions in this country have adequate cost systems. Most of those companies 
having cost systems that are reasonably adequate are able to determine only 
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the costs of manufacturing various products, and have not developed satisfactory 
methods for allocating to each product a proper share of administrative expenses 
or selling and distribution expenses. 

Even if a company has an adequate system which enables it to determine the 
total cost of each individual product, covering not only manufacturing costs 
but costs of distribution, selling, and administration, such a total cost determined 
today would not be accurate a month or 2 months from now, because of changes 
that would occur in the volume of production and sales. Such changes in volume 
would affect not only the over-all costs for the company for manuiacturing 
overhead, selling, and administrative expenses in relation to the total products, 
but would affect the costs of individual products, as one product or a group of 
products would increase in volume while other products or groups of preducts 
would increase at a lesser rate or actually decrease. Calculations of the effect 
of changes in volume that have occurred, or that are anticipated, can be made 
for an individual company that has an adequate cost system. 

Therefore, while a certain few companies can produce the data regarding 
eosts as defined in the Capehart amendment, in my opinion, the amendment can 
be applied in practice only to support an application of an individual company 
showing that the total costs of individual items manufactured and sold by 
such company are in excess of the then ceiling prices of such articles. 

In my opinion, the provisions of the Capehart amendment are such that, for 
most companies, they cannot be applied to the costs of individual units of mate- 
rial or products, but they must be applied on an over-all basis. 

Sincerely yours, 
C. OLIVER WELLINGTON. 


UNITED STATES STEEL CORP., 
New York 6, N. Y., August 29, 1951. 
Mr. Paut M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Economie Stabilization Agency, Washington 25, D. C. 

Dear Mr. GREEN: We have your letter of August 27 with respect to the 
administration of the so-called Capehart amendment to the Deferse Production 
Act of 1950. 

It is our opinion that discussions leading to the enactment of the Capehart 
amendment, as well as the spirit and intent of the present law, are on the 
basis of total cost. The law defines cost as “including material, indirect and 
direct labor, factory, selling, advertising, office and all other production, distribu- 
tion, transportation, and administrative costs.” That being the case, we feel 
that the Capehart amendment permits administration of price control on a total 
cost basis without change in the law. 

In some cases it may be desirable to present cost changes on a specific product- 
for-sale basis, and in such cases it appears to us that the law will allow such 
product-by-product presentations. In other words, it is our judgment that the 
law is on a broad basis and can be interpreted in a practical way to deal with 
the myriad conditions encountered in industry and commerce. 

In cases where there are a great many products for sale, further varied 
by size, finish, and so forth, it would be extremely burdensome to calculate 
individual product costs to be submitted to substantiate allowable price changes. 
The detail of checking these numerous items would be very costly to the Office 
of Price Stabilization in such cases, but, as indicated, the individual product 
approach may be practical in some instances. 

We recommend that the general approach to the measurement of the increases 
and decreases of cost of production and selling and administrative expenses be 
by calculation of cost-item changes on an over-all basis, and that the total of 
allowable price change be so determined. Following is a listing of typical cost 
items and an approach to the measurement of increases and decreases in item 
costs. 


Employment costs: 


Wages and salaries___________.__ General changes. 
Social-security taxes__._._._._.._._.._._ Rate and other changes. 
Payments for pensions___.____-___. Plan changes. 


Insurance and other benefits_____ Do. 
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Products and services bought (illus- 
trative details) : 


| ERS eee Ce Change in market prices, Jan. 1, 1950, to 
July 26, 1951. 

rN a i Do. 

| RE SEY NS tee © eee a ree Do. 

Se es ee eee Lele Do. 

Repair parts and materials, etc_- Do. 

Freight___ = Jikan tine ebe chaineen. 

Electric power ai yt yas) rome tae os Do. 

Contracted service, ete ee CREE Do. 

Wear and exhaustion of facilities____. Change in investment or lives. 


Interest and other costs of long-term Change in rates, charges, or debt. 

debt. 

State, local, and miscellaneous taxes Rate and assessed-value changes. 

(excluding Federal taxes on in- 

come). 

It will be noted that the indicated items measure increases and decreases in 
costs of production and include as well all the components of selling, advertising, 
office and other distribution, transportation, and administrative costs. 

Sincerely, 
E. M. Voortres. 


PRICE WATERHOUSE & Co., 
New York 5, August 29, 1951. 
Mr. PAUL M. GREEN, 
Director of Accounting, Office of Price Stabilization, 
Washington 25, D.C. 

DEAR Str: In your letter of August 27 you have requested our views on the 
following question: 

“Without reference to the desirability of price control and without expression 
of your opinion as to whether prices are now high or low, or whether they should 
be higher or lower than they now are, do you believe that from a technical 
accounting point of view it is advisable to administer price control on the basis 
of total costs, including selling and administrative expenses, broken down by 
individual units of material or products?” 

In our view it is highly impracticable to administer price control on the basis 
of costs, including selling and administrative expenses, broken down by indi- 
vidual units of materials or products. for the following reasons: 

(1) Most business enterprises are not in a position to furnish information 
showing allocations of the total costs of production, distribution, and adminis- 
tration by individual units of materials and products. 

(2) The revision required in cost system to furnish this information would 
involve an inordinate expense. It would also involve a very considerable time 
interval for the preparation of the information—of such an extent as to invali- 
date its usefulness as a basis for price control. 

(3) Even if all industrial companies were able to furnish the detailed in- 
formation required, the Office of Price Stabilization would have to organize 
a work force of thousands of accountants to study and review the reports in 
order to administer price control. Such a development is neither practical nor 
desirable. We do not believe that a sufficient number of competent accountants 
could be found to do such a tremendous administrative task. 

As requested in your letter we have confined our views to a technical ac- 
counting viewpoint without consideration of the general desirability of price 
control or of possible alternate methods of implementation. Furthermore, we 
have not considered whether the question submitted to us is a proper inter- 
pretation of the requirements of the price control statutes now in effect. 

Yours very truly, 
PRICE WATERHOUSE & Co. 
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NorTON Co., 
Worcester, Mass., August 29, 19517. 
Mr. PAUL M. GREENE, 
Director of Accounting, Office of Price Stabilization, 
Temporary S Building, Washington 25, D.C. 

DreAR Str: You have requested an opinion with reference to the following 
question : 

“Do you believe that from a technical accounting point of view it is ad 
visable to administer price control on the basis of total costs, including selling 
and administrative expenses broken down by individual units of materials 
or products 7” 

It is my opinion from a technical accounting point of view it is advisable 
to administer price control on the basis of total costs. A dollar spent whether 
it be for materials, supplies, factory wages, clerical wages, sales salaries, or 
real estate taxes are a cost under present accounting principles. One cannot 
say that expenditures for materials and factory wages are the only items 
of cost. Certainly the wages of billing clerks are cost items just as much as 
the wages to the production worker. 

The variations in the treatment of costs in industry make it advisable to 
administer price control on the basis of total costs. 

I regret that more time was not available to consider this matter 

NORTON Co., 
E. E. McConne wr, Controlle: 


VILMINGTON, Dew., August 30, 19517. 


PAUL GREEN, 
Director of Accounting, Office of Price Administration: 

I have studied carefully your letter of August 27, 1951, and against the back- 
ground of the Capehart amendment, I am not sure that I fully understand the 
question set forth therein. It would seem that it should be possible to devise a 
practical system, within the framework and intent of the Capehart amendment, 
under which manufacturers could compute and reflect in the ceiling prices for 
their products appropriate amounts to cover any increases or decreases in over 
head costs, such Ar ea tions being made substantially along the lines outlined 
in CPR 22 for treating with increases or decreases in labor costs 

pu Por Co 
W. C. LANG. 

Mr. DiSaute. We felt that obtaining these from Spec who are 
doing business every day in the field of accounting should give 
committee some obje tive views on the act as it how stands. 

I am very sorry I took up so much of the committee’s time with this 
statement, but we fee] very strongly about the need for these chang s 
and the fact that at the pres nt ti ime we are begin ning to notice firming 
up in various n varkets. 

It j Wea | witl ‘ control acy | th: 1, 

C 1S necessary we pro ‘eed With Our control program and that the 
uncertainty surrounding it be removed. I hope that the committe 
will, in its wisdom, see fit to pass the requested amendments as soon 
a possible 30 that we may pre ceed in some areas where it is very neces- 





sary for us to move in. 

Mr. Coir. I would like to propound a parliamentary inquiry in 
order to expedite the hearing this morning. My in inquiry is whether 
or not the committee is now ope ning up hearin: s on the Herle 
amendment and sl ohter quotas, as well as the patent re Capehay 


mencdme Ga I t hike if we are opening ip hearings or the ent 
problem, then we would want to question Mr. DiSalle upon the entir 
problem. If, however, we are to have hearings solely upon the Cap 
hart amendment, we could possibly restrict our questions to the Cape- 
“ 7 1 . 2 


Pehl amencadment alone. It might help for the chairmal to clarifs 
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The Cuatrman. This morning we are considering the amendment 
to the Capehart amendment contained in 8.2170. I think Mr. DiSalle 
has pointed out the necessity of maintaining controls, but the question 
under consideration this morning is the Capehart amendment because 
the Senate bill has been passed and been submitted to this committee 
for our consideration. 

However, I don’t think that Mr. DiSalle’s discussion of the other 
features of price control is not germane to this consideration. We 
would be very glad to have his views on this subject. 

Mr. Cote. [ didn’t intend to imply that. 

The CHarrMan. This morning we are considering the Capehart 
amendment. 

Mr. Mutrer. Mr. Chairman, may I suggest that although we are 
considering only the so-called Capehart amendment, that Mr. DiSalle 
has brought up the other question of the Herlong amendment, and no 
one can stop an amendment being offered on the floor to this bill if it 
gets there to take out the Herlong amendment or to put in slaughter- 
ing quotas. I think we can anticipate it is going to be done. We 
should take testimony on those subjects. 

The Crarmman. I think the testimony is germane but the main 
thing we are considering is the Senate bill, S. 2170. 

Mr. Muurer. Mr. McKinnon suggested when we get into executive 
session there may be amendments on these. 

The Cuarman. Mr. DiSalle, I would like just to ask, from whom 
comes the opposition to the slaughtering quotas? You say the 
slaughterers are in favor of it. Is it the producers? 

Mr. DiSatxe. Slaughterers seem to be divided as this letter from 
Mr. LaRoe points out. The producing groups very largely are op- 
posed to the quotas and the reason that they give for their opposition is 
that packers will use quotas as a means, or as an extra argument, for 
forcing down the prices of livestock. 

The CHarrMaAn. Do you think as a practical matter the slaughterers 
could do that ? 

Mr. DiSatie. I think that that argument between the slaughterer 
and the producer has been going on for a good many years and they 
both have arguments that they use when they are negotiating back 
and forth as to what the proper price is for a lot of cattle. 

The Carman. The quotas that you would attempt to impose 
would be quotas sufficient to take care of all marketings ? 

Mr. DiSauxe. I would like to point out that recently I had an op- 
portunity to talk to some livestock producers in New Mexico and 
Arizona and in each situation I asked whether the ceilings that we 
had established on the live animals was a fair price or not. Nowhere 
did I have anyone tell me that the price of live cattle was not high 
enough and that our ceilings weren’t extremely fair. 

The CuarrMan. Do you feel that the amendment to the Capehart 
amendment, as provided in this bill, is absolutely essential for the 
operation of your department in regard to these matters ? 

Mr. DrSauxe. It will clear up a good many questions. 

For example, the question of who the amendment applies to. I re- 
member in an informal discussion with this committee I raised that 
question. There was a difference amongst the members of the com- 
mittee whether it applied to manufacturers as well as to retailers. 
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We do have one retailer that is claiming that it does apply to re- 
tailers, so the amendment as adopted by the Senate clarifies that posi- 
tion and that question. It answers that question. It also provides 
and gives us the ability to issue regulations that are generally fair 
and equitable on an industry- wide basis, and it protects the in- 
dividual—it does write into the law the fact that an individual can 
come in and secure an adjustment if the regulation is causing a 
financial hardship. 

We would have preferred repeal, and Mr. Wilson said in a letter 
to the Senate he would prefer repeal, but he finds this amendment is 
workable and one he can get along with and I certainly want to echo 
those remarks and say it will make our program much more workable 
and give us a basis of price control that we can live with. 

The CHarrMan. Are there any questions ? 

Mr. Brown? 

Mr. Brown. Mr. DiSalle, turning to page 2 of the Senate bill, line 
10: “As of July 26, 1950, OPS is allowed to place a ceiling on product 
of a textile mill” and so forth. If the wheat prices of July 26 are 
35 cents a bushel below parity and the price of raw cotton is below 
ceiling price, how does this bill affect that situation ? 

Mr. See gE. The July 26 cut-off date wouldn’t be the guiding 
factor on that. 

Mr. Brown. I beg your pardon? 

Mr. DrSauie. The July 26 cut-off date wouldn’t necessarily be the 
controlling factor in the particular situations that you mention. 

Mr. Brown. You know the textile industry indirectly controls the 
price of cotton; likewise, the miller indirectly controls the price of 
wheat ? 

Mr. DiSauze. On the same page, the first sentence says: 
the level prevailing for such sales or charges during the period January 25 to 
February 24, 1951, inclusive. 

But the first sentence says the level prevailing just before the date of 
the issuance of the regulations. 

Under that sentence, we might be able to issue regulations that would 
reflect the price immediately prevailing before the issuance of the 
regulation, but there is nothing that would make it possible for us 
to issue a regulation that would not reflect a fair margin to the manu- 
facturer. 

Mr. Brown. It says as to increases and decreases, the costs bet ween 
such period and July 26, 1951. I would like to have a yes or no on that 
question. It says July 26, 1951, on page 2, line 10, of the Senate bill. 
It would allow OPS to put a ceiling on a processor, which would reflect 
July 26 prices of wheat and cotton, even if the price of wheat on 
July 26 were 35 cents a bushel below parity and the price of raw cotton 
about 8 cents below ceiling price. 

Mr. DiSauie. The law generally states that even though the prod- 
uct is below parity that our ceilings must reflect parity. 

Mr. Brown. I didn’t understand. 

Mr. DiSaute. They must reflect parity. For example, in the is- 
suance of our pork regulations, our pork regulations reflected parity 
even though hogs were below parity at the time the ceilings were 
issued, 
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Mr. Brown. Now, turn to page 1 of the bill, the first sentence would 
permit OPA to fix processor ceilings, based on a current cost of raw 
materials, such as cotton and wheat, which are already well below 
ceiling price. 

Mr. DrSauie. I would say that it would. 

Mr. Brown. The processor wouldn't be allowed to pass on the higher 
cost of raw material. 

Don’t you feel the processor will fear OPS will not allow him to 
adjust his ceiling quickly enough and that you will be indirectly 
holding down the price of wheat, cotton, and other farm commodities 
which are below parity even though you are prevented by law from 
doing that directly 4 

Now, of course, if you are going to put the ceiling on textiles, or on 
cotton and wheat, that will not reflect the ceiling price of cotton and 
parity for wheat. Iamafraid you won’t get production. 

Mr. DiSatxe. In World War II, the price of cotton was below parity 
during the major part of the war. There isn’t any question about that. 
I don’t think the price of textiles necessarily held it down. There was 
a 10-million-bale carry-over during that period which acted as sort 
of a superimposed ceiling on cotton prices during that period. We 
are talking about a different situation today. Our ceiling reflects cot- 


— 


ton at 125 or 129 percent of parity. We certainly have no intention 
of doing anything that would destroy the incentive for producing 
cotton. If you remember at the time that the hearing was held by the 
joint committee on the question of the ceilings on raw cotton, that 
fear was expressed by some of the members of the committee, that in- 
centive would be destroyed. Instead of that we have had one of the 
largest cotton crops planted in history, and that has had the effect of 
bringing down the price and today a good deal of the action has been 
directed toward bolstering the cotton prices, rather than too much 
attention being devoted to the ceiling itself. 

Mir. Brown. The cost of producing cotton in my section is higher 
than ever before. Many will lose money on cotton at 40 cents per 
pound. 

L wonder if vou would have any objection to a longer base period 
than the one in the Senate bill, by substituting July 1, 1949, to June 24, 


1950, inclusive, for January 1, 1950, to June 24, 1950. It is my under- 
standing that you have been using the longer base period in many of 
your manufacturers’ regulations. 


fl 
Mr. DiSauie. Our present manufacturers’ regulation does use a 
iongel base period. ; 
Mr. Brown. How is that? 
Mr. DiSauie. Our present manufacturers’ regulation does use a 


ver base period. We found it necessary in order to take care of 


of the seasonal questions that arise, but we have no particular 
ibjection to using the shorter base period as shown in the Senate 


1 
amenament 


Mr. Brown. Would you have any objection to making the base 
riod lo over é ; 

Mr. DiSauur. Well, the only possible objection that we could pos- 
blv have at this time is that we would like to see this amendment 
lonted as much in its present form as possible to obviate the need 


ong conference committee session, and the possibility of having 
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it tied up so that we couldn’t get this change through the present 
session. 

Mr. Brown. That is all true, but I think you want to get the amend- 
ment through. 

Mr. DiSauue. That is right. 

Mr. Brown. Iam sure it will be doubtful of passage without this or 
some similar amendment. 

» nave a copy of a letter written to Mr. Spence, chairman of this 
committee, by Hon. Carl T. Durham, Congressman from North Caro 
lina, a letter from one of his constituents, owner of a textile plant. It is 
quite lengthy. He raises the same question. It is quite a long letter 
to read. I think if you will read this letter you will be convinced 
that the base period should be extended longer. I think it is very 
pertinent. 

The Cuairman. You might submit it to Mr. DiSalle. 

Mr. Brown. I will submit it to you. I would lke to have it incor- 
porated in the record. If vou would like to see it I will pass it over 
to you. It isa good argument. 

Mr. DiSauue. Yes. We are familiar with the points that are raised. 

Mr. Brown. This is from Greensboro, N. C. You are familiar 
with it. 

I will submit the letter to you and vou can answer it. We will have 
it incorporated in the record. 

(The letter is as follows:) 

HouskE OF REPRESENTATIVES, 
Washington, D. C.. October 8, 1951. 
Lion. BRENT SPENCE, 
Chairman. House Banking and Currency Committec 
Washington, D. ¢ 

My DEAR COLLEAGUE: Enclosed herewith is copy of a letter which I have re 
ceived from one of my constituents in regard to a broader base period for the 
purpose of arriving at new ceiling prices under the Capehart formula. This, to 


me, is a very sound and feasible suggestion, and I hepe that your committee 


members will give this consideration 
With kind regards, I am 
Sincerely yours, 


("¢ PLTeSS 
House f fepresentati ve 
1 yJ gton. Dd 


vf Hi j i 


My Dear Cart: As I write this letter to vou, the Senate is considering various 


proposals for changes in the Capehart formula. The Capehart formula for ¢om- 
puting ceiling prices was enacted last July as an amendment to the Defense 


Production Act of 1950. In the main, the controversy concerning the Capehart 
formula has centered on the cost items which the Office of Price Stabilization 
Inust fake into consideration in establishing ceiling prices. Little attention has 
been paid to the base period embodied in the Capehart formula, both in the 





Capehart amendment which was enacted last July and in the various suggestions 
new being considered rv am ment of the Capehart formula. That base 
period is January 1 to June 24, 0. The significance of the base period is that 
prices and costs during that base period are to be used as the starting point for 
the purpose of arriving at new ceiling prices under the formula 

My purpose in writing this letter to you is to point out the serious consequences 
which will result from the cotton textile industry if the base period of January 
1 to June 24, 1950, is retained, and to urge you to make every effort to insure 
that the House version of the Capehart formula will include a base period cover 
ing the last two quarters of 1949 as well as the first two quarters of 1950 
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The: Office of Price Stabilization is now considering the issuance of numerous 
tailored regulations, that is, regulations either setting forth specific dollars-and- 
cents prices for various products or specific formulas for ascertaining ceiling 
prices of various products of specific industries. If these prices and formulas 
are to be predicated on a base period of January 1 to June 24, 1950—as they 
will under the present Capehart formula—ceiling prices for most products of 
the cotton textile industry will involve drastic and destructive rollbacks, even 
after giving due consideration to provisions in the Defense Production Act of 
1950, as amended, with respect to agricultural products and commodies proc- 
essed therefrom. The critical consequences for the cotton textile industry is 
apparent. But the cotton producers as well will suffer because rollbacked ceil- 
ings on finished goods will necessarily generate pressure against raw cotton 
prices. The Office of Price Stabilization, accordingly, may be able, nothwith- 
standing its announced policy not to force back the ceiling price of cotton below 
the current ceiling of 45.76 cents, indirectly to keep cotton prices from operating, 
lL response to demand, to reach that level. 

[ earnestly urge you, therefore, to advocate and to support an amendment to 
the Capehart formula which would increase the base period to the full year 
before the Korean war, that is from July 1, 1949, through June 24, 1950. 

In support of the observations I have made in this letter concerning the dangers 
inherent to the cotton textile industry in the base period of January 1 to June 
24, 1950, | submit the following information: 

(1) An analysis of the prices of Standard Constructions of cotton goods re- 
veals that prices reached a postwar low in June, 1949, rose steadily thereafter 
until January 1950, and then declined rapidly during the first 6 months of 1950. 
The first two quarterly periods of 1950, therefore, embraced a period of particu- 
larly low prices for the cotton textile industry. Beginning toward the end of the 
first quarter of 1950 and becoming more marked in the second quarter of 1950, 
there was a sharp decline in the demand for cotton goods. Thus, the backlog of 
orders declined beginning in February 1950. Expressed in terms of weeks’ pro- 
duction at current production rates, the order backlog, as compiled by the 
American Cotton Manufacturers Institute, Inc., was as follows: 


Weeks | Weeks 
October 1949 10.4| February 1950 12.6 
November 1949 11.5) Mareh 1950 10.7 
December 1949 ? 12.6] April 1950 : 8.7 
January 1950 : 12.9| May 1950___- i 9.0 


The decline in demand had a significantly depressing effect on prices and 
on margins. Thus the average price for 17 standard constructions fell off as 
follows: 


Cents | Cents 
January 1950 uN 69. 07 | April 1950 65. 61 
February 1950 69, 59 | May 1950 64, 65 
March 1950 68.74 | June 1950___- é 65. 45 


The margin (the difference between sales price and the cost of cotton content) 
with respect to the 17 constructions dropped from 87.906 cents per pound in 
January 1950, to 31.63 cents per pound in June 1950. To perpetuate these mar- 
gins, which the Capehart formula with its January 1 to June 24, 1950, base 
period would do, would spell disaster for many units in the industry. 

(2) While prices for cotton goods declined during the first 6 months of 1950, 
the price of cotton rose. The 10 spot-market averages were as follows: 





Cents Cents 
Jan. 38, 1950 30.66] May 1, 1950 32. T4 
Feb. 1, 1950 ~ 81.38; June 1, 1950 33. 73 
Mar. 1, 1950 ¢ $2.19] July 3, 1950 4.18 
Apr. 3, 1950 ‘ . 32. 0 





But the rise in raw cotton price was not reflected in the sales price of finished 
goods. This countertrend of prices to cost was attributable, first, to the softness 
in the demand for textile products and, secondly, to the fact that cotton used 
in the manufacture of goods delivered in the first and second quarter of 1950 
was purchased no later than January 1950, at which time there was still an 
abundance of cotton available at relatively low prices. Since the cotton textile 
industry is conducted, in large measure, on the basis of substantial forward 
commitments, both for purchase of cotton and for the sale of the finished prod- 
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uct, deliveries during each of the quarters in 1950 were based on contracts made 
in the preceding quarter. 

(3) The application of the Capehart formula to the conjunction of low prices 
for finished goods and high prices for cotton in 1950 would result in ceiling 
prices at levels which would be ruinous to many units in the industry. This 
low level of new ceiling prices under the Capehart formula would result from 
the two facts indicated above: (a) the low base of selling prices in the first 
G months of 1950 and (b) the high cost of cotton in 1950 which was not reflected 
in the 1950 selling price of finished goods. Since cost increases, under the 
Capehard formula, are to be measured by the difference between cotton costs in 
1950 and cotton costs at some recent date, the formula would not make allow- 
ance for the increase in cotton costs between the last quarter of 1949 and the 
two quarters in 1950 which were not reflected in the selling price of finished 
voods in 1950. 

In urging the enactment of the broader base period, that is, from July 1, 1949, 
to June 24, 1950, I think it important to remind you that I am not urging 
special or favored treatment for the cotton textile industry alone or a course 
of procedure inconsistent with the thinking and practice of the Office of Price 
Stabilization. On the contrary, the suggestion would afford like treatment to 
all industry and corresponds to the administrative practice of the Office of 
Price Stabilization as evidenced by its selection of a base period of July 1, 1949, 
to June 24, 1950, for the following general regulations which it has heretofore 
issued: CPR 37, the primary cotton-textile manufacturers’ regulation, CPR 22, 
the general manufacturers’ regulation, CPR 30, the general machinery manufac- 
turers’ regulation, CPR 31, the general import regulation, and CPR 61, the gen- 
eral export regulation. In short, the administrative practice of the Office of Price 
Stabilization has emphasized the inequity and unfairness of selecting the first 
two quarters of 1950 alone as a base period and has given recognition to the fact 
that a broader base period is necessary to eliminate the chance of inequities and 
hardships for industries which suffered business, seasonal, or other declines in 
1950. The Congress, in revising the Capehart formula, should not nullify, but 
rather should buttress that practice. 

Very truly yours, 
HERMAN CONE. 

Mr. Brown. I understood they introduced an amendment in the 
Senate as to fats and oils. Have they passed that amendment ? 

Mr. DiSautie. The quota you mean? The quota bill? 

Mr. Brown. No. 

Mr. DiSatix. Import control, it is just out of the Senate committee. 
There has been no floor action taken yet. 

Mr. Brown. I have no other questions. 

The Cuarrman. Mr. Patman / 

Mr. Parman. Mr. Chairman, I would like to ask the witness a 
question or two: You quoted, Mr. DiSalle, a letter that Mr. Wilbert 
LaRoe, I believe you said, had written. He represents whom ? 

Mr. DiSativ. The National Independent Meat Packers Association. 

Mr. Parman. Yes. In the letter he said that they should vigorously 
oppose quotas because, if quotas should be defeated, then there would 
be no price control on beef or cattle. 

Mr. DiSavie. He went a little further than that. He didn’t limit 


it. He said: 

This makes is terribly important to do everything we reasonably can to defeat 
quotas if we want to put an end to price control. 

He didn’t limit it to price control on meat. 

Mr. Parman. Since the issue has been so definitely defined by him, I 
think it would be appropriate for you to state so we will know—it is 
coming out one time or another, and might as well come out now. 
Suppose this Congress fails and refuses to pass a quota law: are you 
going to take controls off of beef and cattle? 
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Mr. DrSauie. As I said in my statement, we would do the best that 
we can do to try to keep controls on meat without quotas. 

Mr. Parman. Without quotas. 

Mr. DiSauie. But our chances of doing it would become slimmer as 
time went on. I don’t have the most up-to-date figures. The last 
time that I received figures from our enforcement office, which was 
Iriday, out of 1,100 slaughterers that had been checked, we found over 
500 of them in violation, with over 1,100 violations. We just can't 
continue to keep that up, although for the time being we have directed 
our enforcement forces to concentrate on this particular problem. 

Mr. Parman. So, Mr. LaRoe then is working under a misapprehen- 
sion of fact when he says that controls will be taken off. They will not 
be taken off, but you state it will be much harder to enforce price 
control without the quotas / 

Mr. DiSauuer. That is right. 

You are going to be put in a position where you are going to place 

premium on violation of our laws and our regulations. We will be 
put in the position where the United States Government is going to be 
forced to say, “We can’t have this law because we can’t enforce it.” 
It certainly will set a fine example for other industries who do not care 
for price controls, who just violate it at will and say, “We will just get 
along; the Government will just have to capitulate and say that this 
program will not work.” 

f am sure that wage stabilization will became a sort of idle mockery 
in the face of uncontrolled meat prices. 

Mr. Parman. Will you tell us which groups are for quotas and which 
are not for quotas? I would think the small independent packers are 
in favor of quotas. Am I correct in that assumption / 

Mr. DiSatie. You find both types. You find the small packer who 
favors quotas and the small packer who is opposed to them. 

Mr. Parman. The same in the medium and big one? 

Mr. DiSatie. Right down the line. 

Mir. Parman. They are divided among themselves / 

Mr. DiSauie. That is right. 

Mr. Parman. I would think, in view of our experience in the past, 
that the smaller independent packers would have more to gain by it 
because they would be certain of a normal meat supply, whereas, with- 
out quotas, they are not certain. Is that right ? 

Mr. DiSautite. Well, there is something to be said on all sides of that. 
Certainly there are some small packers who feel that, if they can go 
in and just buy promiscuously and bid anything they want, they are 
going to become large packers very soon. 

Mr. Parman. So, they are divided in all different groups—some 
for it, some against. 

Mr. DiSanie. But I find this generally—and I think we ean adopt 
it as a general rule—that those packers who want to attempt to make 
this work and who want to live within the law feel they cannot live 
with meat price controls unless they have quotas, unless they can be 
assured of a fair share of the marketing. 

Mr. Parman. That ts all, Mr. Chairman. 

The CHamman. I understand Mr. Multer will not be able to be 
here tomorrow when Mr. DiSalle will return. I am going to recognize 
him to ask a few questions, and then tomorrow we will give the other 


members an opportuni V to question him. 
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Mr. Patrman. No action will be taken today, I assume / 

The Cuarrman. No. Mr. DiSalle will be back tomorrow. 

Mr. Mutrer. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Morrer. Thank you. 

Mr. DiSalle,, page 2, lines 2 and 3, the period is set forth, January 25, 
1951, to February 24, 1951. That is generally recognized throughout 
all industries as the period of the highest price level; is it not / 

Mr. DiSatie. Yes. 

Mr. Murer. So, in effect, by taking that period and saying “You 
ean’t go lower than the prices of that period,” you are in effect taking 
the highest prices as your starting point ? 

Mr. DiSauie. That is correct. 

Mr. Mutrer. Even though this has been said many times, I am 
going to put it on the record again: The Defense Production Act 
first became law September 8. Under that law, the President was re- 
quired to try voluntary controls before there were any controls by 
virtue of law; is that so? 

Mr. DiSauie. That is right. 

Mr. Mucrer. The President did try that; and, instead of his getting 
any voluntary controls, by and large everybody tried to get in under 
the wire and shot their prices sky high. 

So, when you came along and tried to put price controls on, you 
were nec essarily faced with the choice of freezing prices where they 
were at their very high level, or trying to roll them back ? 

Mr. DrSauie. That is correct. 

Mr. Muurer. And now effectually, as of this moment, Congress 
has tied your hands so you cannot do any rolling back ? 

Mr. DiSauie. Well, it can be done: but it would be a sort of mini- 
mum effort. 

Mr. Muvver. I want to refer 

Mr. Woncorr, Will vou yield ? 

Mr. Murer. Yes. 

Mr. Worcorr. In asking your question, you indicated there was a 
mandate in the law that the President should try voluntary controls 
before he initiated direct controls. TI don’t understand that to be the 
law. He was authorized but not directed. 

Mr. DiSautue. That is correct. I don’t have a copy of the other law. 
It states if the President cannot accomplish these objectives with 
voluntary effort then he m: 1) try the mandatory controls. 

Mr. Worcorr. He is authorized to use volunt: ry controls, but where 
is the mandate to use voluntary controls 

Mr. DiSatue. The statement is very ai in the act that only after 
he has attempted voluntary controls could he impose mandatory. 

Mr. Meurer. Mr. DiSalle, I will go along with Mr. Wolcott and 
concere the President might have had the theoretical right to go on 
in and control everything at once without following the 

Mr. DiSauyr. Here it is: section 402 (b) (1). Subsection (a) says, 
in order to carry out the ob je tives of this title, the President may en 
courage and promote voluntary action by business, agriculture, labor, 
and consumers; and, preceeding under this subsection, the President 
mi exercise the au thority to approve voluntary programs and agree- 
ments conferred on him under section 708, and may utilize the services 
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of persons and agencies as provided in section 10. Then section 402 
(b) (1) goes on to say [reading]: 

To the extent that the objectives of this title cannot be obtained by action 
under subsection (a), the President may issue regulations and orders estab- 
lishing a ceiling. 

Mr. Murer. The point, however, is that, even though he could 
have gone in in some instances without attempting voluntary controls, 
he certainly would have been accused of trying to violate the intent of 
Congress in not trying voluntary controls first. It is very clear we 
wanted him to try voluntary controls before compulsory controls, and 
that he did. 

Mr. DiSauix. I doubt whether legally he could have proceeded 
without an attempt at voluntary controls. 

Mr. Mutrer. He did try voluntary controls first, and they failed. 
Then there was no alternative except compulsory controls. 

Now, I want to refer a moment to the Herlong amendment and 
what you find to be the difficulties ensuing from it. If you had a re- 
tail price of 100—whether it be 100 dollars or 100 pennies doesn’t mat- 
ter—but take the retail price of 100 and in that a cost of 90. Before 
your ceiling prices were fixed, that man had a gross profit of 10— 
whether it be 10 dollars or 10 cents does not matter—but included in 
his cost of 90 dollars was the equivalent of 10 percent of his gross made 
up of commissions, taxes on gross receipts, insurance based on gross 
receipts and, in some cases, percentage leases, where he paid a per- 
centage of his gross as rental. 

If that man then got an increase in his cost of material of another 
10 points so he was permitted to sell at 110, passing on only his manu- 
facturer’s increase in the cost to his customer, then he winds up 
with only 9 dollars’ gross profit on the 110, where he was formerly 
getting 10. I think you will concede that that ordinarily is not fair. 

Mr. DiSauue. It wouldn’t be our intention in any of these regula- 
tions to ignore expenses. 

Mr. Murer. The thing that the Herlong amendment tried to pre- 
vent was that unfairness. I think everybody would agree, including 
the supporters of the Herlong amendment, or at least should agree, 
that if that seller is going to be permitted to charge a percentage mark- 
up, and when his price goes to 110 he is going to be allowed to charge 
that same 10 percent he was making on a hundred, then he is going to 
get $11 profit, and that is aiding inflation instead of stopping it. I 
think there should be something worked out as a compromise between 
the two so as to stop or prevent the man—retailer or wholesaler, as 
the case may be—taking that 1-point loss and at the same time stop- 
ping the other fellow from getting that 1-point gain. -Don’t you think 
something can be worked out to accomplish that ? 

Mr. DiSatie. We would be glad to work with the committee on it 
to try to work something out. 

Mr. Murer. If we work out a compromise that will effectually 
stop a loss on the one hand and prevent the unnecessary gain on 
the other, I think Congress—it is my opinion—will adopt that kind 
of amendment. 

That is all I have, Mr. Chairman. 

The Cuamman. Mr. Wolcott. 

Mr. Woxcorr. Is Mr. DiSalle coming back ¢ 
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The Cuarrman. Yes. : 

Mr. Woxcorr. I only have a couple of questions. Mr. DiSalle—— 

The Cuarrman. I understand Mr. DiSalle can come back tomorrow 
morning. Can you come back tomorrow morning ? 

Mr. DiSauxe. Yes, certainly. 

The CuamrMan. We will be glad to have you come back. 

Mr. Wolcott can go on now until the bells ring. 

Mr. Wo.corr (continuing). Mr. DiSalle, the language on page | 
of S. 2170, line 6, to the end of the sentence, line 3, on page 2, sets up 
the new rule which was not in the first bill that we passed in 1950. 
Wherein does the language subsequent to that change your method of 
procedure, excepting perhaps as it might be det ermined to be a decla- 

ration of policy ¢ 

Mr. DiSarxe. The language subsequent to that? Under the bill 
as it stands now, we would be required to recognize overhead costs on 
an individual basis, upon the application—— 

Mr. Wotcorr. If you will pardon me, I wanted you to compare this 
language with the law previous to the enactment of the Capehart 
amendment; I say with the exception of that first sentence there, which 
changes the basic rules. Wherein does the rest of it change the law 
as it existed previous to the enactment of the 1941 Control Act? 

Mr. DiSatie. On page 17 of my statement I go into a detailed 
explanation of the differences that are set up by the amendment. I 
would be glad to cover that. 

Mr. Wotcorr. Perhaps we can get at it in a little different way 
“Nothing in this paragr: aph shall prohibit the establishment of a ult 
ing price, and so forth. That does not compel you to do anything, 
does it ? 

Mr. DiSatix. I just do not understand your question. 

Mr. Wotcorr. Where it says “Nothing in this paragraph shall pro- 
hibit the establishment or maintaining of a ceiling price,” and so forth; 
that does not require you to do anything, does it ? 

Mr. DiSauie. Does not require us to do anything, but it is in the 
nature of a modification of the two clauses that go on, or that are 
stated previously, A, and P. 

Nothing in this paragraph shall prohibit the establishment or maintenance 
of a ceiling price regulation applicable to the sales of manufacturers or processors 
or the charges for industrial services which (1) reflects the highest level of 
prices prevailing during a representative base period between January 1, 1950, 
and June 24, 1950, inclusive, adjusted for increases or decreases in costs between 
such period and July 26, 1951. 

Mr. Worcorr. Now in the 1950 Control Act there was nothing which 
prevented you from applying that formula, was there, if you wanted 
to? 

Mr. DiSautie. No. In fact, we applied a similay formula. 

Mr. Wotcorr. Now it says there is nothing to prohibit you from 
doing the same thing again. So wherein does it differ in practice 
from the original act ? 

Mr. DiSatxie. From the original act / 

Mr. Wotcorr. Does that change it? 

Mr. DiSaxue. In fact, it makes it practically a mandatory provision, 
a formula we had used for an interim purpose. 

Mr. Wotcorr. You say you have already used that formula previous 
to the enactment of the so-called Capehart amendment ¢ 
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Mr. DrSauie. That is right. 

Mr. Womeorr. Now we say nothing will prohibit you from doing so. 
There is not any change. 

Mr. DiSauur. The reason for this amendment is to correct some of 
the questions that were raised by the Capehart amendment. 

Mr. Worcorr. I know; but was there ever any question in your 
mind—— 

Mr. DiSarue. If I remember correctly, both Senator Capehart and 
some of the members of the conference committee said it was not the 
intention of the conference committee to prevent us from writing 
regulations which would take care of the gouging that took place dur- 
ing that period. 

Mr. Wotcorr. That is right. There is nothing in this language he re 
which changes the authority which was given to you in the 1950 aet, 1 
there / 

Mr. DiSatue. IT understand that was not the intention of Congress. 

Mr. Woxtcorr. But in the Capehart amendment there was a pro- 

sion wines, upon application, compelled you to make these adjust- 
ments and when you made the adjustments then the adjustments would 
be made m nate e with the formula set up in this clause 1. Now 
= there anything in the rest of the language here which compels you 
to do anything ¢ 

Mr. D1Sawe. It certainly does, 

Mr. Woxtcorr. Where? 

a DiSauie. “The President shall make eins iate provision for 
adjustment for any such manufacturer or processor or seller of indus- 
ir Al services Whose ceiling prices ual in Rained bevlskie to such 
manufacturer.” and so forth. 

Mr. Woicorr. That is when you apply clause 1. 

Mr. DiSauzte. Or any provision of this section. 

Mr. Worcorr. Mr. DiSalle—— 

Mr. DiSanre. It also requires us starting in line 12: 

The adjustment for increases or decreases in costs prescribed in said clause 
(1) above shall include adjustment for changes in necessary and unavoidable 
eosts, including all labor, material, and transportation costs and a reasonable 
aiiowance., 

Mr. Woucorr. It says nothing in this paragraph shall prohibit you 
from doing it. It is true if you do do it, then vou have got to apply 
the language following that, but there is nothing to require you to 
Go anything about it, 1s there’ 

Mr. DiSatir. The Senate report says that it shall be applicable in 
all case . thi S prov ision of including all costs and we certainly would 
consider that language mandatory. 

Mr. Worcorr. All costs where you find that there is a hardship. 

Mr. DiSatte. That is right, financial hardship. 

Mr. Worcorr. Tf you do not find there is a hardship yeu do not have 
to apply any of that language following line 3 on page 2. do vou? 

Mr. DiSatne. That is right. 

Mr. Woencorr. Under existing law, or under the 1950 law, you can 
make adjustments for inequities and hardships. can you not ? 


Mr. DrSatur. Yes. 


~ 
Mr. WoLcot se hat isall I want to know. because to me the language 
> . 1 Md 7 
on page 2, following line 5, does not change one 1ota the law that we 
msec in 1950 nrespect To prices, 


i 
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Mr. DiSatie. The first two sentences together prohibit future roll- 
backs. 

Mr. Wotcorr. That is what I say. That is the only difference. 

Mr. DrSauue. That is right. Under the law as it stands today we 
would be required to make a showing of those costs regardless of 
whether financial hardship exists or not. 

Mr. Woxcort. Not if they were unreasonable or excessive / 

Mr. DiSauir. No. I would say regardless of that, actually. 

Mr. Wotcorr. Who decides under the Capehart amendment wheth- 
er costs are unreasonable or excessive ? 

Mr. DiSauie. Well, we would be required to make that showing. 

Mr. Wotcorr. Have you issued any regulations under the Cape- 
hart amendment ¢ 

Mr. DrSauir. No, we have not. 

Under the Capehart amendment as it stands today, regardless of 
what the industries’ position might be, we would have to make allow- 
ance for all costs except those costs that were unreasonable, or ex- 
cessive, and the determination would have to be ours, which is one of 
the administrative difficulties that we have raised in connection with 
asking for a revision of that amendment. We point out in the state- 
ment the difficulty that the Internal Revenue Department has had 
over a number of years attempting to determine which costs were 
unreasonable and which costs were excessive. 

We are not organized—— 

Mr. Wotcorr. They have settled pretty well now on what con- 
stitutes reasonable or excessive costs, haven’t they ¢ 

Mr. DiSauue. It varies with the facts in each case. 

Mr. Worcorr. They do it. 

Mr. DiSatir. But we don’t have that kind of an organization. 
They have somewhere in the neighborhood of seven or eight thousand 
people that are doing nothing but this kind of work all the time, and at 
the same time they are only able to make a very limited check, a 
limited audit of the returns that are made. 

Mr. Worncorr. Have you made any attempt through the issuance 
of regulations to administer the Capehart amendment ¢ 

Mr. DrSauir. Yes, we have and we have been constantly working 
at it. We have had meetings with industry advisory groups on the 
subject. 

Mr. Wotcorr. I say through regulation? You haven't issued 
any regulations / 

Mr. #1Sarite. We have issued regulations which we feel meet the 
provisions of the law. 

Mr. Woncorr. Have you issued any regulations in respect to what 
‘onstitutes excessive or unreasonable costs / 

Mr. DiSatir. No, we have not. 

Mr. Wotcorr. Why ? 

Mr. DiSatir. Because we fee] that that will vary with the facts 
in each individual case. 

Mr. Worcorr. Have you worked out on a percentage basis or the 
costs, for advertising, for example, over a given base period, so that 
any addition to that might be considered by you to be unreasonable ? 

Mr. DrSauxe. I have discussed this with people in the Internal Rev- 
enue Department and they have not been able to write over-all stand- 
ards to determine what is unreasonable and what is excessive. 











9994 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Mr. Wotcorr. I know, but you are not bound by the failure of the 
Internal Revenue to find a solution to this. There are reviews through 
the Tax Court of Appeals from rulings by the Internal Revenue, but 
where in the law is the opportunity for anybody to review your reg- 
ulations? 

Mr. DrSauie. We may have a provision for review, for a board, and 
of course, there is a provision for protest in the law. 

Mr.Woxcorr. In your organization ? 

Mr. DrSatix. No, the protest to our organization and an immediate 
hearing before the Emergency Court of Appeals. 

Mr. Wotcorr. W hy don’t you take a chance on issuing some regula- 
tions that in your opinion, might constitute excessive or unre: asonable 
costs and then leave it to the judgment of the Emergency Court of 
Appeals to determine whether you are right or not? That is what the 
law is set up to do. 

Mr. DiSauue. I feel we have an obligation to acquaint Congress with 
the difficulties we find in this law and to ask that, before citizens are 
required to go through an expensive court procedure in an attempt 
to achieve an understanding. 

Mr. Wo corr. I think the Congress also has a right to assume that 
you would make every possible effort to administer a law which it 
passes and which the President signs, before you ask for its repeal. 
You asked for repe: al of the C apehart amendment almost before the ink 
was dry on the President’s signature. 

Mr. DrSatix. We are making the effort to administer it and will 
continue to do so. On the other hand we have run into this kind of a 
situation, where we have issued a regulation and Members of Congress 
have said “It is rather unfair to issue that regulation during the time 
that we are reconsidering, or considering an amendment.” 

Mr. Wotcorr. So if I want to stop any application of this law, all I 
have to do is introduce a bill to amend it and you say the matter is be- 
fore the Congress and therefore you can’t do anything about it because 
the Congress hasn’t decided it. 

Mr. DiSauue. No. 

Mr. Woxcorr. That isn’t the way things are done around Washing- 
ton. 

Mr. DiSauie. No. I wouldn’t say that isso. We feel here there is a 
very reasonable effort on the part of the members of both the Senate 
and House Banking and Currency Committee to try to clarify this law 
so that it would be much more workable than it is. 

Mr. Worcorr. The Capehart amendment was the studied judgment 
of 14 Members of the House and the Senate who worked almost to 6 
o'clock in the morning and the conference report was signed by all 
14 of them. The President signed it. It seems to me that an effort 
should be made to live under the Capehart amendment so that the 
Congress could have some knowledge of the experience that you have 
had trying to make it work. 

Then, if you couldn’t make it work, after you tried to make it work, 
I think your position here would be much more tenable than it is at 
the present time. 

Mr. DiSauir. Well, we are working under it. There isn’t any ques- 
tion about it. We have called in accountants; we have called in ‘people 
from industry; we have written several drafts of regulations that 
might be the type of regulations that could make it workable, and we 
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will proceed on that basis. On the other hand, there is very little 
reason to penalize a nation or its citizens by the higher prices that 
would be—the higher ceilings—that would be created by this law if 
there is a possibility of avoiding it. 

Mr. Woxcorr. Ypu wanted a repeal of the Capehart amendment, 
did you ¢ 

Mr. DiSauue. Yes, we did. 

Mr. Woxcorr. With the exception of this language that after the 
enactment of this paragraph no ceiling price regulation applicable to 
the sales of manufacturers and processors which eliminates retailers 
or any materials or charges for industrial services shall become effec- 
tive which establishes level of prices for such sale or charges below 
the level of A and B, with the exception of that which prevents you 
from rolling back prices below the floor of the levels which applied 
just before the date of issuance of the regulations or the level of prices 
prevailing during the period January 25 to February 24, 1951, you 
have accomplished your purpose, haven’t you, in repealing the Cape- 
hart amendment ? 

Mr. DiSauix. No, we have not. We haven’t accomplished our pur- 
pose. This amendment as it is written I think reflects what Members 
of Congress have told us they intended when they wrote the Capehart 
amendment. 

Mr. Wotcort. I was never consulted by you in respect to the inter- 
pretation which I believe the Congress intended. 

Mr. DiSautxr. Well, yes, you were, maybe not in a téte-a-téte, but 
before an informal meeting of this committee, I asked some questions 
as to opinion and your opinion seemed to vary from Mr. Patman’s 
opinion on the same question. 

Mr. Wotcorr. You took Mr. Patman’s opinion in preference to mine 
which is all right with me but 1 wondered in view of the fact that 
both the House and the Senate overwhelmingly adopted this language, 
whether Mr. Patman was reflecting the majority opinion. 

Mr. DiSauxe. I remember specifically that I asked a question and 
Mr. Patman gave me one answer and you said you are speaking for 
yourself. That is my impression, and yet you both signed the same 
report. So, there is room for difference of opinion, an honest differ- 
ence of opinion, as to what the language meant. 

Mr. Wotcorr. I believe there was an explanation in the conference 
report, which we all signed and which I thought did a pretty good 
job of explaining the Capehart amendment. 

Mr. DrSatte. In spite of that explanation, still members of the 
committee differed as to what the language meant. 

Mr. Wotcorr. I know, but Mr. DiSalle, according to the precedents 
in the United States Supreme Court—and I have had an experience 
lately with respect to allocation of materials, such as bears this out— 
in the interpretation of legislative intent in the Supreme Court, it 
first looks at the law, then they look at the committee reports, which 
in this case, of course, would include the conference report, and then 
they look through the debates if there is any ambiguity in tie reports. 
They look through the law, the committee reports, and the debates in 
order to get an explanation of legislative intent. It seems to me that 
you are bound by the law, by the reports in committees, and the debates 
establish legislative intent as much as the Supreme Court would, and 
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that you shouldn’t go around asking individual Members of Congress 
what they think about the law. 

Mr. Muurer. Mr. Wolcott, please, excuse me. May I interpose, 
please? If the Supreme Court were reviewing this situation today, I 
think they would have to say Mr. DiSalle was justified because one 
House of this Congress, one body, has already indicated by adopting 
this bill that it did not intend the langu: ge as in the bill as originally 
passed. 

Mr. Wotcorr. I have read the debates in the Senate and I have 
glanced over the hearings before the Senate committee, and I can’t 
see, or I don’t think, that the Senate had a clear understanding of 
what they did when they enacted S. 2170. 

I don’t think that they intended to give you or the President 

Mr. DrSauie. Did you arrive at that conclusion after reviewing the 
committee report and the debates ? 

Mr. Woucorr. Yes. I came to the most definite conclusion that it 
wasn’t the intention of but a handful of Senators that the authority 
would be given to you to, in your discretion, repeal the Capehart 
amendment, which this does. 

The CHamman. It is my understanding that the construction of 
the statute—- 

Mr. DiSaute. I wish it did, but it certainly doesn’t. 

Mr. Wotcorr. That is why I am alarmed at this language, because, 
knowing that you sincerely want to repeal the Capehart amendment, 
I think you are going to do it under this language. 

The Cuarrman. If the gentleman will yield. 

Mr. Woxcorr. I don’t think the Senate understood that that was 
what vou could do under this language. 

Mr. DiSautue. I think Mr. Wilson made his case very ¢ lear. 

The Crammuan. In the construction of the statutes, if there is no 





ambiguity in the statutes—the Court acts only when there is am- 
biguitv—it would look to the report of the committee or to debates 
in Congress. lf there Is no ambiguity in the BC. there is no necessity 


of looking anywhere else, and 999 times out of a thousand 1 don’t 
think they look to the debates or report. | hey take the act as writ- 
ten and construe it. 

I want to sav another thing: that, as far as conferees deciding on 
the reports, it is vers general. When the conferees don't entirely 
aeree, if they think the greater good comes from passage of the act, 
even with some objectionable features, they do not prevent it from 
being considered. 

| know on se veral oce asions | h: ave signed ee ports in order to get 

t back to the House, to allow them to consider it, because in that con- 
aahircins I was acting as agent of the House. I thought it was my duty 
to bring the bill back. 

Mr. Wotcorr. I would think, Mr. Chairman, if you disagreed 
seriously with any provision that was properly before the conferees, 
that it would be your duty to report that back in disagreement and 
let the House instruct you as to what you should do about it. 

The Cramrman. Not always. There are times in the interest of 
this emergency you have to do things that are essential in the public 
welfare. 

Mr. DiSatie. I don’t think it is unusual for a legislative body to 
amend its own legislation. 
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Mr. Woxtcort. It is very unusual to consider amendment legislation 
before the ink is dry upon the President’s signature. 

Mr. Burron. I want to ask a rather practical question. It is re- 
ported that tailored orders are under consideration to be established 
on prevailing prices on date of issuance of order. Now, in the event 
an industry such as was called to attention by Mr. Brown this morn- 
ing, when the prevailing price is below cost of production, what 
assurance would there be that that industry would be taken care of 
and would not be asked to operate below cost of production plus a 
fair or reasonable profit ¢ 

Mr. DiSauie. Certainly, in the case of writing tailored regulations, 
we would take into consideration whether an industry was in a de- 
pressed condition at this time or not, and the regulation would be 
written with that in mind. 

Mr. Burron. I take that as assurance that that would be done. 

Mr. DiSauue. That is right. These regulations, when written, are 
written after consultation with industry advisory committees, and 
they are not a bit reluctant in calling our attention to the fact that they 
may be in a depressed condition at the present moment. 

Mr. Burron. The advice of advisory committees then will have 
preponderant weight ‘ 

Mr. DrSauie. The advice is taken into consideration whenever any 
action is taken, whenever it is practicable to get the industry in: and 
ina case like the one Mr. Brown mentioned there certainly would not be 
any reason for not having the industry advisory committee in. 

Mr. Burton. It is the expectation that the industry will be allowed 
to live / 

Mr. DiSatze. Certainly; we have never felt we were commissioned 
for the purpose of destroying industries in this country. 

Mr. Burton. That, of course, would limit production, whereas pro 
duction is your first objective. 

Mr. DiSauie. That is right. 

Mr. Burron., Now, if it is in order, some of us are concerned as to 
whether the issuance of slanghter quotas might interfere with the 
orderly movement of cattle in the markets. For instance, you may 
have the smaller markets, and some of us know more about the smaller 
markets; say, for instance, normally you would have a hundred head 
of cattle coming in, but due to unusual conditions, drought or othe: 
conditions, you might have 200 head thrown on that market. 

If the quotas are fixed on a normal experience, what would happen 
with the additional cattle’ Would they of necessity go into the black 
market, or to other than the normal slaughter market / 

Mr. DiSauur. There is nothing about the quotas that interferes 
with marketing in any way. We can adjust within a matter of hours. 
and we have. For example, in Alabama, there was quite a run of 
swine at one time. We immediately adjusted the quota upward there 
in order to provide for that. 

In St. Paul, we had the condition arising of an unusual run of 
calves. We made the adjustment there to take care of the extra run. 
We have made the adjustment in Kansas City, and the statement points 
out the example of the fire that occurred, and within a matter of just 
5 hours adjustments were made in quotas. 

A quota provision is a very flexible provision, and we are just as 
interested—in fact, more interested than anyone else—to encourage 
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marketing. We want marketing. We are rather disturbed about the 
fact that marketing is below, and it was below last year. Marketing 
has been below last year, both before and after quotas. 

There are some reasons for that, but certainly there isn’t anything 
we would do with the quota provision to discourage marketing. 

Mr. Burron. But, by its very nature, will it not be difficult to admin- 
ister and see that quotas are adequate for orderly marketing / 

Mr. DiSauie. We have not found it difficult at all. We have been 
able to adjust ourselves to marketing conditions all over the country 
in just a matter of hours. 

Mr. Burron. Just why do you feel the law is unenforceable unless 
you have slaughter quotas ¢ 

Mr. DiSauix. As I pointed out before, we just haven’t found it 
practical to place individual ceilings on live animals. We have to do 
it over a period, over an accounting period, in order that the pur- 
chaser may have the opportunity of making adjustments. He may 
pay more for one lot of cattle and less for another. We require him 
to average out over an accounting period. We find it almost an im- 
possibility to have enough men available to see what happens, in the 
case where people are purchasing more than their quota, in order 
to purchase more than their quota and pay overceilings. They are 
out of compliance, and in order to operate profitably they have to 
engage in certain unethical and illegal practices before they can make 
out. 

With the division of the available marketing among all the packers 
so that each may be assured of his fair share of the marketings, we 
can police the livestock markets; we can have some points of reference 
with which to work, and it will make our job a much easier job and 
controls much more enforceable. 

Mr. Burron. Will that not tend to freeze the quota as already estab- 
lished? And how about new plants coming in, slaughter or otherwise ? 

Mr. DiSatite. We would make adjustments for new plants that 
are permitted. 

Mr. Burron. You referred to the Federal-inspected plants, and 
only meats from those plants may move in interstate commerce. What 
about your local plants? Small local plants may not be Federal- 
inspected. 

Mr. DrSatxie. They operate under quotas just as well, the same 
way. They are permitted the same percentage of what they 
slaughtered a year ago. 

Mr. Burron. How will normal expansion be taken care of? 

Mr. DrSatue. Well, if the marketing is there, the adjustments in 
quotas would be made. 

We will have situations where some communities will vary. For 
example, if a new defense plant is coming into an area that normally 
would not a year ago have had the number of people there in the com- 
munity, if there is an increase or economic necessity justifies increase 
in quotas, that adjustment will be made. 

Mr. Burron. Thank you. 

Mr. Murer. May I ask a question ? 

The CHatrman. Mr. Multer. 

Mr. Muurer. With reference to those quotas, if you should be given 
the right to establish these quotas by law, will you then also set up the 
same provisions you had before this power was taken away from you, 
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such as the right of a person to slaughter for personal use that would 
be exempt from the quota provisions? 

Mr. DiSauwe. It is in the Jaw today. 

Mr. Murer. Those exceptions would continue ? 

Mr. DrSaute. Yes. 

Mr. Mutrer. So that the man who is slaughtering—I don’t re- 
member what the number was—I think it was 10 head of cattle a year, 
or something like that, would be exempt, too, from your provisions ? 

Mr. DrSatte. Yes. 

Mr. Mutrer. There was just one other question that was suggested 
by Mr. Wolcott’s question. I think everybody knows—certainly 
everybody on the Hill knows—that you have been struggling with 
the proposed regulations under the Capehart amendment. 

Has any Member of either House of Congress come forward with 
any suggested language for proposed regulations under the Capehart 
amendment ? 

Mr. DiSauie. Well, I didn’t expect them to. No one has come 
up with it, but we certainly haven't 

Mr. Muurer. We know the problem you have had, and we have 
all heard that you have been having difficulty formulating the regu- 
lation. I thought maybe some Member on the Hill with considerable 
legislative experience would come forward and say: “This is the way 
you can make it work, with a regulation reading thus and so.” That 
didn’t happen ? 

Mr. DiSauie. No. There is no prohibition, although we don’t re- 
quire it. 

Mr. Muvrer. Thank you. 

The Cuarman. Mr. DiSalle, wasn’t the fact that you considered 
90 percent of the production of slaughtering animals last year equiva- 
lent to 100 percent this year—wasn’'t that largely misunderstood, and 
a great many people thought you were only allocating 90 percent, 
‘which would throw 10 percent on the black market ? 

Mr. DiSauie. Yes. We constantly got that question. 

The Cuamman. It seemed to me that was generally misunderstood. 

Well, we will adjourn to meet at 10:30, and Mr. DiSalle will come 
back at that time. Also, we have a letter from Mr. Charles E. Wilson 
in regard to this bill. 

We will adjourn now to meet tomorrow at 10: 30. 

(Whereupon, at 12:40 p. m., the committee adjourned to reconvene 
at 10:30 a.m. Wednesday, October 10, 1951.) 
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WEDNESDAY, OCTOBER 10, 1951 


Hovsr or Representatives, 
CoMMITTER ON BANKING AND CURRENCY. 
Washington. DD). ies 

(The committee met at 10:30 a. m., Hon. Brent Spence (chairman) 
presiding. 

Present: Messrs. Spence, Brown, Patman, McKinnon, Fugate, Wol 
cott, Talle, Cole, Hull, Nicholson, Widnall, Buffett, and Betts. 

The CHatrrman. The committee will be in order. 

Mr. DiSalle, Mr. Brown has a question to ask of you. 

Mr. Brown. One of my constituents, who is now in New York City, 
and who is the manager of the American Newspaper Publishers Asso- 
ciation, sent me a letter in connection with this bill. 

I will read the letter: 

I know the House Banking and Currency Committee will soon start hearings 
on bill S. 2092 to amend the Defense Produetion Act, including a change in the 
Capehart amendment in the present law 

I am concerned about the drive in Washington to eliminate advertising as a 
specific factor in costs. IT am skeptical about leaving too much authority with 
the bureaucrats because we know they have a large number who are making plans 
to limit or to cripple or to eliminate advertising in every way possible 

I hope as a ranking member of the committee on the Democratic side you will 
insist upon adequate hearings on bill S. 2092 and that in every way possible 
through your questions you will get the record clear on where advertising may 
find itself if bill S. 2092 goes to the White House and is signed by the President. 

If there is any special information you can give me it will be greatly ap 
preciated. 

With regards. 

Sincerely yours, 
CRANSTON WILLIAMS 

I would like to have your comment on that. 

Mr. DiSauue. Senate bill 270 makes specific provision in lines 16, 17, 
and 18, on page 2, where it states: 

and a reasonable allowance, as determined by the President, for changes 
in all other necessary and unavoidable costs, including selling, advertixing, office, 
and all other production, distribution, and administration costs. 

[ take it Mr. Williams is worried about leaving too much power in 
the hands of the bureaucrats. Here is one place where certainly every 
limitation that has been possible to write into the bill has been 
written in. 

Mr. Brown. It would not affect advertising costs 7 

Mr. DiSauie. No; absolutely not. In fact, it spells it out. 

Mr. Brown. But is was in some bill 4 

Mr. DiSauie. He talks about S. 2092, which actually was the orig- 
inal bill that was introduced, previously: and there might have been 
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some question about that. There certainly is no question in the present 
bill. 

Mr. Brown. Thank you very much. 

The Cuarrman. Mr. Talle. 

Mr. Tauie. Mr. Chairman. 

Mr. DiSalle, I want to recall briefly a little history. You will 
remember the “watchdog committee” met in the Senate caucus room 
on the 13th of June, and representatives of 10 packing firms were 
there to testify. It was agreed, I think it is fair to say, that all of them 
said their problem was ‘compliance. I tried to emphasize that the 
reason why the meeting was held was that we were trying to combat 
inflation. I think it is generally agreed that the best answer to infla- 
tion is production, but we cannot get production if we cannot get 
compliance. 

At the close of the meeting the representatives of the slaughtering 
industry all agreed they could not comply with OPS regulations and 
maintain full production. Subsequently, the Congress enacted into 
law amendments to the Production Control Act of 1950, and I find now 
that they—the slaughterers—still say their problem is a 

Now, what is your viewpoint? Is it that they cannot comply or 
it that they don’t want to! 

Mr. DiSauix. I would say that if they are unable to buy in compli- 
ance it is because packers are in the market bidding out of compliance. 
It certainly is a self-created condition, and there isn’t anything in the 
law that requires them to buy out of compliance. In fact, the margins 
are so established that if they buy in compliance there is every reason 
that they can operate, and operate profitably. 

Now, with quotas we were able to establish an accounting period 
where the man could average out his purchases and stay in compli- 
ance. Without quotas it makes our enforcement problem very difficult. 

In our present enforcement drive I think that we have accomplished 
a few things in checking those people who have been consistently buy- 
ing out of compliance. We know that they cannot buy out of compli- 
ance and still operate profitably, and still operate within the law, and 
so we have been very careful in following these situations up to ferret 
out these cases where law violation has to necessarily follow their 
buying prac tices. 

It isn’t that somebody from the outside is going in and buying the 
cattle. It is the packers themselves who are buying it, and if they are 
forced to buy outside of compliance it is because they are bidding 

gainst each other to get the limited marketings that we are having at 
the present time. 

Mr. Tatie. There are a number of packers in my State, quite a few 
in fact, several of whom were represented at that meeting on the 13th 
of June. I may add that the “watchdog committee” had a meeting in 
that same caucus room in the Senate 2 nights later. Both were night 
meetings, and you were there as a w itness, and the Secretar y of Agr i- 
culture, Mr. Brannan also was there the second night, June 15, 1951. 
I felt that the compliance issue at the second meeting was not met head 
on. I tried desperately to have it met head-on. It “did not happen to 
my satisfaction but if other people were satisfied, it is quite all right. 

For instance, there was the Rath Packing Co., and you have met 
their representative. 

Mr. DiSauyr. Yes, I have talked to him several times. 
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Mr. Tazz. He has told you, hasn’t he, that it is not possible for 
his company to operate profitably under the regulations? Do you 
mind reciting what your impression is of his ar gument ? ¢ 

Mr. DrSaxte. I talked to him and, of course, it is the same argu- 
ment. He said if he could buy in compliane e he could operate prof- 
itably. ‘There is no question but that the margins are reasonable and 
fair enough, but he says he is unable to buy in compliance. That is 
the problem. The problem is to devise a technique whereby we can 
assure that they buy in compliance, and we think that quotas will help 
us to do that. 

Mr. Tatie. The point you make is that if quotas are restored i 
would be possible for the packers to buy in compliance ? 

Mr. DiSatie. We think that we can better assure that they will 
buy in compliance. 

Now, I think this is clear, that I have not talked to any packer who 
advocates price controls, but those who are willing to try to live with 
it because they say it is inevitable, and it is here, say it is impossible 
for them to operate without quotas, those who are willing to make 
the effort say that quotas are necessary. I have never talked to a 
packer who wants to try to make the effort who believes that price 
controls can work without quotas. 

Mr. Tarte. It is my understanding that some packers want quotas 
and some don’t. 

Mr. DiSauie. That is right, they are pretty well divided on it. 

Mr. Tautie. How many head of cattle are available. It is my im- 
pression that we have never had so many as now. 

Mr. DrSauie. On the range the Department of Agriculture esti- 
mates that there are somewhere in the neighborhood of 91,000,000 to 
92,000,000 head of cattle in the country tod: iy, which is considerably 
higher than they have had in the past, but marketings are still below 
what they were a year ago. 

Mr. Tair. Do you have any figures indicating whether the flow 
of cattle into and out of the feed lots is normal ? 

Mr. DiSauue. It is better than normal. It is higher than it was a 
a year ago. Just 2 weeks ago I stopped at the Tovrea pen-feeding 
operation in Phoenix, Ariz., which is supposed to be the largest pen- 
feeding operation in the United States. They said last year they fed 
somewhere in the neighborhood of 180,000 head of « cattle, and this 
year their operation will run between 220,000 and 230,000 head of 

cattle, and the day I was there they had 300,000 on feed. 

The Department of Agriculture says this year the flow of cattle to 
feedlots is the highest it has been in a good many years. 

Mr. Tarte. Are there any sk aughterers who are operating to 
capacity now ¢ 

Mr. DrSatxe. In some plants. In some plants they are operating 
considerably above capacity. 

Mr. Tatur. Does that include hogs also? 

Mr. DiSause. Certainly the hog market has been pretty good. 
There have been hogs going to market, and they have veen pretty 
generally in excess of what it was a year ago, and we have had very 
little difficulty on that species. 

Mr. Tair. Isn’t it true that the tendency is to produce more hogs 
and less of cattle? 
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Mr. DiSauie. Cattle marketing is down, and hog marketing is up. 

Mr. Tauue. [ still get back to the question : Why arent we getting 
production ¢ 

Mr. DiSauie. I think we are getting production on the range. 

Mr. ‘Tauir. Meat production / 

Mr. DiSauie. But I think it is rather natural that at a time when 
beef prices are as high as they are that the tendency is to build herds. 

There is another element that has been raised a couple of times, and 
| have not had the opportunity of going into it thoroughly, and that is 
one of the recent tax rulings which permits a capital gain on that 
part of the herd used in production and breeding of cattle. I think 
it was in the last tax bill passed, and on April 15 of this vear the 
Internal Revenue Department gave an interpretation on it. Some 
people are of the opinion that that in itself has had a tendency toward 
making it profitable to hold cattle on the range rather than sending 
them to market. There isn’t any question about it that they are there. 

Mr. Tauie. I walked into a Safeway store a few nights ago, and 
those stores are considered not high-priced stores as prices gO, and 
what I saw in those show cases didn’t inspire my soul. I finally bought 
the smallest turkey, but as far as the meat I saw, outside of some fat 
pork loin, there seemed to be nothing but cold meats and a little veal, 
and all prices were very high. It was a rather depressing sight. It 
looked to me like the worst days of ( JPA. 

Mr. DiSauuie. Still, on the other hand, you can pick up newspapers 
all across the country and find supermarkets and chain stores adver- 
tising beef at considerably below our ceiling prices in a good many in- 
stances, using it no doubt as loss leaders, but still using it for the 
purpose ot attracting the trade. 

We have seen round steak advertised as low as 79 cents a pound by 
some of the chain stores, the same stores that are complaining about 
the fact that our ceilines are too low. 

Mr. Tarte. How large is your payroll ? 

Mr. DiSatue. Which payroll? 

Mr. Tauie. The payroll of the Office of Price Stabilization / 

Mr. DiSauie. We have 11,033 people at the present time. 

Mr. Tatute. Thev are strewn throughout the country ? 

Mr. DiSarir. Yes, throughout the country, about 2,500 in the 
Washington, D. C., office, and the balance across the country. 

Mr. Tarur. I saw a figure the other day that said you had some- 
thing over 19,000. Is that wrong? 

Mr. DiSauue. It isnt anywhere near that. The Bureau of the 
Budget approved 19,000. The House committee had reduced it some, 
and the House itself reduced it still further. The Senate committee 
has restored a portion of that, but we felt that we needed 19,000 to 
properly staff the office. That compares with the organization that 
OPA had of 60,000 people, of which approximately half were used 
in rationing. 

Mr. Tatie. I think the last time vou were before this committee 
vou had about 5.500 ? 
~ Mr. DiSatuxr. I do not recall exactly, but I suppose we had 5,500 
at one time. 

Mr. Taurr. IT think the last time vou were before this committee 

Mr. DiSaur. We have revised that downward to 19,000, 
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Mr. Tarte. What is the cost of that payroll / 

Mr. DiSaute. The 19,000—well, our original request was for $105,- 
000,000, At the present time the Senate has approved $90,000,000. 

Mr. ‘Tarte. How many of those are field investigators / 

Mr. DiSauie. Well, you mean enforcement people / 

Mr. ‘Tatir. Yes: people who knock at the doors of the slaughterers 
at 6:30 in the morning. That isn’t fiction, it actually happened 25 
miles from my house. They were knocking at the door of a slaughterer 
at 6:30 in the morning, and the guard said he had not had breakfast 
yet, so they were invited to come back in a few minutes. That leaves 
a bad impression. 

How many do you have now? 

Mr. DiSauite. We have about 1.300 at the present time; 1.300 is 
not very many people to cover a country this size. 

Mr. Tarte. Not if enforcement is difficult. 

Mr. DiSatie. Take, for example, New York City alone, whic 
19,000 policemen for one city. 

Mr. ‘Tarte. There is a word that is going around in my State that 
I don’t like to hear. Iam just reporting it for what it is worth, but 
it is gaining momentum. People refer to OPS enforcement as a 
“gestapo.” I dislike very much to haye to report such a thing, but 
it is there, and I am reporting it. 

Mr. DiSauue. I imagine that that would be a very good word for 
people to use, especially those people who are found in violation. 

Mr. Tair. These people haven’t been found in violation. The 
other day they were checked up on their shipment of meat, and they 
were 5 pounds under. The enforcement people expected to find the 
opposite in a larger figure. 

Mr. DiSaure. Just the other day the meat industry, and some of the 
producing organizations, were in Washington, D. C., and they have 
been here for a couple of days, and in their own statement, their brief 
on which they base the fact that meat controls cannot work, they say 
that the violators are too slick, that they just cannot be caught. That 
is their own language. That is not ours. IJ think it is a sort of a trav- 
esty on justice, and a travesty on government, to have people say that 
a program has to be destroyed or thrown out because people are either 
too unethical or that the Government itself cannot enforce its own 
program, and that we must permit prices to skyrocket, and we must 
permit the consumers to be milked in that we must permit inflationary 
tendencies to go on the increase because we have an industry that will 
not comply with the regulations, and there is nothing the Government 
can do about it. 

I think if we pride ourselves on being a government of law that we 
ought to do something about enforeing the laws that we promulgate, 
and certainly if it means calling on these people who are suspected 
violators at 6:30 in the morning I do not think the people who call on 
them should be condemned but should be congratulated on the fact 
that they are willing to work all hours of the day and night in an 
effort to enforce a law that the United States Government has issued. 

Mr. Tarte. 1 am reporting that use of the term “gestapo” is gaining 
momentum. [am not condemning anybody, but isn’t it a bit unusual 
to call on businessmen at 6:30 in the morning ? 


f 
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Mr. DiSauxe. It is not unusual. I have seen people called out of 
their beds in the middle of the night because they violated traffic 
regulations. 

Mr. Tauue. I still want to know how we can get production of meat 
at prices that atone oye pay. 

Mr. DrSaute. I want to know what more can be done as far as prices 
are concerned, I have heard no one say that prices were too low. 
Certainly if we were going to establish an incentive through prices 
we have every evidence that prices have been extremely high, that 
they continue high, that the processors are doing very well under 
present price levels, that the consunter is not doing too well under 
price levels, and today some of the effort ought to be directed toward 
protecting the consumers rather than constantly protecting everyone 
else. 

Mr. Tatue. Has your agency found any violations in my State? 

Mr. DiSatue. We have somewhere in the neighborhood of 1,200 
violations at the moment, over 700 violators, and I wouldn’t be sur- 
prised that the State of Iowa was represented in that list. I just 
don’t know. 

Mr. Tatie. I doubt it very much because businessmen in Iowe are 
making a sincere effort to avoid going to jail. They want to comply, 

and they say, “we are trying just as hard as we can, but we cannot 
maintain the nindaauiadl that is necessary to meet our payroll and 
overhead and so on because the rules of compliance are against us.” 

Mr. DiSatie. I will say this, that the people who have come to see 
me from the States, the packers have been very much concerned, and 
I think those people are making a very sincere and conscientious 
effort to comply, and it is a crime that those people cannot be pro- 
tected against the people who insist on violating the law. 

Mr. Tatitr. | know many of them personally and if they are 
not complying with the law it would surprise me very much. 

That is all, Mr. Chairman. 

Mr. McKinnon. Mr. Chairman, may I ask a question ¢ 

The CuatrMan. Yes. 

Mr. McKinnon. Dr. Talle talked about production. I understand 
the figures of cattle on the range indicate the highest production we 
ever had in our history. Is that correct 4 

Mr. DirSauue. That is right. 

Mr. McKinnon. Wouldn't you say that the thing necessary for us 
to do in Congress is to establish a good price-control regulation so 
that the farmers who have this high population of cattle on their 
range would know that the price is stabilized? No man who is in his 
right mind will sell on a rising market. If we want to get protection 
for people, and if we are interested in the consumer, wouldn’t you 
say that our best chance to get protection for the consumer would be 
to establish a sound price-control regulation so that prices will remain 
stable, and the population of cattle will start going to market ? 

Mr. DiSauix. There isn’t any question about that. The people 
whom Dr. Talle mentioned, and the people in the feeding States, are 
tremendously concerned about achieving some stability in the feeding 
market. They feel it isa gamble to feed cattle, that they have to pay 
such a high price for the range animal that they are taking a great 
chance in feeding, and that explai ns the reluctance on the part of a 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 2237 


good many of them to go in and feed the cattle. That has been over- 
come at this time. They are feeding in the feed lots, but unless we 
can achieve some stability of prices we are going to have a constant 
problem. 

Mr. McKinnon. You said something about the violations. Didn't 
you say that one out of three packers were in violation / 

Mr. DiSauue. Yes: between 38 percent and 40 percent. 

Mr. McKinnon. Dr. Talle mentioned the fact that his people wanted 
to abide by the law, and work in cooperation with the regulations, but 
the facts almost make it impossible for them to do that. When you 
find one out of every three violating the law, the two men have a 
harder and harder time staying within the confines of the law against 
competition. 

Mr. DiSauie. That is exactly what happens. People come in and 
say they are trying to comply, but if somebody else is getting away 
with it they are going to become gray and, if necessary, go black, in 
order to stay in business. 

Mr. McKinnon, That is a natural inclination. 

Mr. DiSauye. They are very frank about it. 

Mr. McKinnon. Do you think if we had a system of quotas that it 
would help ¢ 

Mr. DiSauxe. That is right. Meat controls are very difficult at best, 
but if you don’t have every tool available it becomes almost impossible. 

Mr. McKinnon. Isn't it the processor and the farmer himself who 
sets the quotas? 

Mr. DiSauie. That is right; all we do is take the available supply 
and divide it among the packers. 

Mr. McKinnon. They are informed from day to day what the 
movement is of cattle to market / 

Mr. DiSau.e. Yes; and by our own local offices. 

Mr. McKinnon. And that quota is adjusted right along / 

Mr. DiSauie. That is right. 

Mr. McKinnon. So there isn’t any restriction on the movement of 
the cattle? 

Mr. DiSatre. There is no restriction on the movement of cattle. 
The marketings have never approached our quota figure. Before we 
established quotas, marketings were below what they were a year ago. 
During the period we had quotas they were below ‘what they were a 
vear ago. Since Congress eliminated quotas marketings are below 
what they were a year ago. 

Mr. McKinnon. That is to be expected when you do not have a 
stabilized control on prices, and the indication is that prices will go up. 

Mr. DiSauue. These people are all under the impression that they 
are ina rising market. The fact that the feed lots filled up was an 
indication that they thought they were going to make out all right 
later on prices they would have to pay for the range cattle. It is just 
natural, and I suppose good business, to hold to the day when you feel 
you will be able to sell at a higher price. 

Mr. McKinnon. What is your opinon on the problem of the cotton 
growers? They raised a bumber crop, and although the price would 
be considered normally a good price, labor and their production prices 
have gone up pretty much, and the farmer is worried about whether 
he will break even. 
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Looking back a year or so ago, if we had had a good price-control 
program, if there had not been so many exceptions for this group and 
that group, do you have any idea how labor costs would be now if we 
had been able to hold labor costs down and the price of insecticides 
down, and other things’ Do you have any figures on how the cotton 
farmers would be doing tod: ay 

Mr. DiSauie. I do not think we have to make any exceptions. If 
we had been able to achieve st: ability sooner the whole Nation would 
have been better off. Certainly there isn’t any question that the value 
of the dollar has depreciated to some extent during the past year. 
[ nless we are going to be serious about this program, an d really give 
us a law under which we can operate, we are going to be faced with 
more of the same in the future. 

If there is anything that I detest it is demagoguery in public office, 
and I have restrained myself in making statements on the subject, but 
the time comes when your insides are just pulled out of your body, 
and things that you see that are going on around the country, things 
that are constant ly interfering, one pressure group after another 
attempting to establish the mse ‘Ives in just a little better position, and 
the long-run result of it is that the country suffers at a time when we 
ought to be stronger and stronger, and yet we become weaker and 
weaker because we are not able to restrain the selfish influences that are 
loose in the country, and who feel that they can establish for them- 
selves a little better plateau and yet stay out of the inflationary flood 
that is bound to come. I think the time has come when we just must 
close our ears to some of these pleas that are not based on common 
sense, but look ahead and see what we are facing. 

The situation is a lot more serious than the people generally realize, 
and I think a lot more serious than a good many Members of Congress 
real os 

Mr. McKinnon. That is all. 

Mr. Cote. Mr. Chairman, may J ask a question ‘ 

The Cuatrman. Mr. Cole. 

Mr. Cour. Mr. DiSalle, I would like to return to the bill under con 
sideration, if I may, for a moment. 

Mr. DiSauue. I didn’t know we had left it. 

Mr. Cote. We are not on S. 2170. 

Mr. Nicuotson. Mr. Chairman, may I ask a question at this point ? 

The CrarremMan. All right. 

Mr. Nicnoison. T noticed in your remarks you said this bill also 
ap] lies to allocating beef if we in pose sli wehterin gy quotas. Does 
that mean that you want a rationing system ? 

Mr. DISace. No: it is an allocation at the distrib itor’s level and 
not at the consume! level. 

Mr. Coir. May I point out that Mr. DiSalle comes up here with a 
very voluminous statement 

The Coarrmman. Dr. Talle interrogated him on that subject. 

Mr. Cote. That is right. Mr. Chairman, and we have to also. He 


1 


has presented a long statement. and about one-third of it is on the bill 


under consideration. 
The Cuatreman. That may be an indication that the committee is 
satisfied with the pending bill and was questioning the witness on 


matters not conta ned 1] the bil] before US 
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Mr. Corr. I was interested in the procedure and I have never seen 
it done before. 

I want to talk about S. 2170, and again getting back to the basic, 
fundamental issue of S. 2170, let us see if you follow me in my inter- 
pretation ob M,Z think it has four sentences in it. 

The first sentence is that you cannot roll back below the level « 
(A) or (B). The second sentence provides that if you do roll fk 
below (A) or (B) you must acknowledge certain cost increases or 
levels or decreases from Korea to a certain date, July 26,1951. The 
third sentence provides that in the event you do elect to roll back you 
must recognize certain types of costs. The fourth sentence provides 
that you must give relief in hardship cases, and that if you do so you 
must acknowledge the type of costs provided in the third sentence, 
but only to the extent of hardships. 

Is that a correct understanding of the bill? 

Mr. DirSauze. That is correct; sufficient to take the company out of 
the hardship position. 

Mr. Cote, The language in the bill says “ceiling price regulations,” 
aie ‘Bee highest price level in the base period,” and SO On. Then the defi- 
nition of the cost in the third sentence applies only in the event you 
attempt to roll back, or in the event you do roll back. This langu: age 
applies only in that case, do they not, or in hardship cases? 

Mr. DiSatur.’We have the limitation in the first two sentences 
against issuing any roll-back. 

Mr. Corr. But there is a proviso that if it is done the cost may 
io 

Mr. DiSauie. It is actually a limitation on our authority to roll back 
in the event we attempt it. 

Mr. Core. In other words, as I understand the bill, you may not 
roll-back but also you have no obligation to roll-back, no mandatory 
rule, no direction. 

Mr. DiSatir. No. In fact, the directive is the other way 

Mr. Coir. Is there siete then, in this bill that you are required 
to do that you were not required to do in the original 1950 bill ? 

Mr. DiSauur. Yes. 

Mr. Cote. What is that? 

Mr. DiSavtr. There is a mandatory provision. 

Mr. CoLe. Before it was amended by the Capehart amendment ? 

Mir. DiSauie. Yes: a reflection of all costs is made mandatory 
under this bill which is not mandatory in the Defense Production Act 
ot L950, The re is a mandatory direction that we give relief Ih Cases 
of financial hardhip, which was not a mandatory provision in the 


Defense Production Act of 1950. 
Mr. Coir. The Capehart amendment requires you to adjust prices 
Li] ward on the applic “ation o scne iowlnge of costs. 


Mr. DiSautie. Mostly upward. 
Mr. Cone. Yes, mostly upward, because costs are rising, but it pro- 


i 
vides generally the type of prices to be included. 

\ it Say in effeet, does it not. that those who voluntar:]; held the 
P! e if the Pre ident request mid were « ue! mete the sQueeZe, 
that the will Le permitted fo take care of the nere: ed Costs + tive 
commodities of those proaucers who did not voluntat lv |] ld 


; : ‘ ' ’ 
prices is that the ¢ apehart umendament / 
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Mr. DiSauie. The Capehart amendment is rather ex post facto from 
that standpoint because under our manufacturers’ regulation we per- 
mitted roll forward thinking that would relieve those people who 
voluntarily held their prices. I suppose anybody caught in a squeeze 
at this lafe date as a result of that voluntary experience on their part 
would be an exception rather than the rule. 

I know of no one now caught in that squeeze as a result of volun- 
tarily holding the price line last December. 

Mr. Coir. You know of no one? 

Mr. DiSatue. I know of no one. 

Mr. Coir. Apparently you do not disagree as a matter of principle 
that they should have prices adjusted ¢ 

Mr. DiSauie. No, and in fact we recognized that. 

Mr. Coie. But in that case why do you object to Congress making 
it mandatory. 

Mr. DrSatrie. To the Capehart amendment ? 

Mr. Corr. Let us talk about the principle. Why do you object to 
Congress making it mandatory’ You do recognize it. Why shouldn't 
Congress make it mandatory ? 

Mr. DiSatuie. We said we would go along with this bill and would 
accept this bill. 

Mr. Corr. Which bill? 

Mr. DiSauie. 8. 2170, wherethat makes it mandatory that we recog- 
nize those costs. 

Mr. Corr. No. I am talking about the principle. 

Mr. Woxcorr. There has been a second bell on the roll call. 

The Cuairman. I would like to stay here. Can you remain here 
until we go over and answer to our names, Mr. DiSalle? 

Mr. DiSauie. I will be very happy to. If you are in session and I 
am here and not in my office, nobody can complain. 

The Cuamman. While we are answering the roll call, you can go 
down and answer yours. 

Mr. DiSauyie. I would just as leave wait. 

The CHatrmMan. We will recess for 30 minutes. 

(Recess at 11:16.) 

(Hearing resumed at 11:54.) 

The Cuairman. The committee will be in order. 

Mr. Cole, you may resume your interrogation. 

Mr. Cote. Mr. DiSalle, I want to return to the question of principle, 
and my question was whether you object to the principle that one who 
has been caught by the voluntary price freeze should be entitled to a 
consideration in these additional costs? By that I mean do you object 
to Congress making it mandatory that he be given those additional 
costs, 

Mr. DiSautie. We have recognized that ourselves. 

Mr. Cote. Then why would you take exception to our making it 
mandatory 4 

Mr. DiSauve. It is being made mandatory in S. 2170 and we said 
we would accept that bill. 

Mr. Coir. That is mandatory in connection with roll-backs. 

Mr. DiSauie. Yes. 

Mr. Corr. Now if that is the situation, then you agree as a matter 
of principle that there is no objection to a mandatory regulation or 
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mandatory requirement by statute, Congr "ess fixing it that the cost 
should be added into the prices of the manufacturers’ product ¢ 

Mr. DiSauie. As we have pointed out in the statement that is filed 
with the committee, over a period of years American industry has 
made it a point to absorb cost increases wherever possible. They 
prided themselves on being able to meet competition and to reach 
expanding markets as a result of keeping their prices low while 
absorbing increased costs. We said that we would have preferred a 
repeal of the Capehart amendment. However, we would take this 
modified version of the bill and live with it and do the best we could, 
but maintain a price under those provisions of the law which make it 
mandatory that we recognize those cost increases. 

Mr. Core. Iam a little bit confused about why the Capehart amend 
ment was called the “terrible Capehart amendment.” What are we 
arguing about ? 

Mr. DiSauce. First of all, the Capehart amendment required the 
recognition on an individual basis of overhead costs. 

Mr. Coir. That is one. You object to the individual basis? 

Mr. DiSauix. That is right and we pointed out the difficulty of 
attempting to allocate overhead costs on individual bases. 

Mr. Coir. That isn’t the principle I am talking about. I am talk- 
ing about the principle of added costs over the Korean costs. 

Apparently you do not object to No. 2. The principal objection 
seems to be the difficulty in administering the allowance of individual 
items of costs. 

Where in S. 2170 is that clarified? Where is the language in S. 2170 
that clarifies that situation / 

Mr. DiSauie. The language starting at line 12 and going right on 
through. 

Mr. Coir, Page 2? 

Mr. D1iSa.ue. “Page 2. 

Mr. Coir. That language is the adjustment— 
for increases or decreases in costs prescribed in said clause (No. 1) above shall 
include adjustment for changes in necessary and unavoidable costs, including all 
labor, material, and transportation costs and a reasonable allowance, as deter- 
mined by the President, for changes in all other necessary and unavoidable costs 
including selling, advertising, office, and all other production 
That is the sentence? Do you think that clarifies the difficulty ad- 
ministratively in selecting the individual items ? 

Mr. DiSauie. We feel that it clarifies an administrative problem 
that was raised by the Capehart amendment. 

Mr. Coie. Why don’t we just put in the law requiring that prices 
be adjusted upward to reflect cost increases through July 26, 1951, 
either by individual application as provided by the present amendment 
or just a general regulation / 

Mr. DiSanve. I think Senator Capehart suggested that on the floor 
of the Senate. It was rejected there. 

Mr. Cour. I know. 

Mr. DiSauie. And it would again raise the problem of ‘ndividual 
adjustments. 

Mr. Coir. Or by general regulation, I said. 

Mr. DiSauie. It would leave it optional. It would still permit the 
individual applications and still raise the same difficulty of attempting 
to allocate individual costs. 
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Mr. Cote. Why not do it by general regulation / 

Mr. DiSauie. That is what this amendment does permit. 

Mr. Corr. You think this amendment does that / 

I am very interested to know that. Because there is no apparent 
ditference of opinion as to the principle concerning the fact that a 
manufacturer may have included in the price of his commodity addi- 
tional prices which have occurred since the beginning of Korea. That 
principle, then, it appears, is agreeable. 

Now, your agency apparently does not want a mandatory direction 
to roll prices back or to roll them forward. You do not want it asa 
mandatory requirement / 

rigs DiSaute. As a mandatory requirement? Well, under the law 
as it stands today there is the mandatory Sabine 1 of the roll-back, 
not only in nagricultural ecomn rodities but in ericultural com 


Mr. Corr. That doesn’t quite reply to my question. Does the agency 
object to Congress directing, with refere hee to mandatory roll-backs 
O! mandatory roll forwards f 

Mr. DirSaute. We woul d prefer to have flexibility in the approach 
to th problen Ss. It! hin] it Is very diffie ult to write in legislative 
lane ave a law that could ‘a very easily administered, 

fr Cour. TL want to return to what Mr. Wolcott was talking about, 


th > Cay] e} art amendment whie hy IS HOW in the law. and I wonder how 
manv applications for relief have been filed under it ¢ 
Mr. DiSauue. I could get that for you. 


Mr. Coir. Could you supply it for the record / 


/ 


Mr. Cour. Have anv of them been granted ¢ 
Mir. DiSauue. The closest we have come to it was in the automobile 


ndust. They filed applications under the Capehart amendment, 
and althe ug ve did not erant the applications as they vere filed, we 
( ' hi relief there 

Mr. Corr. It is your judgment that it came under the Capehart 
smendment / 


Mr. DiSauie. The applications were filed under the Capehart 


mendment, alt] ough as I said we did hot recognize all 1@ costs that 
mioht have been recognized under the Capehart amendment. 
Mii Coir. I want to suggest this: In reading the President’s State 
i few weeks ago after this law was passed, he referred to the 
‘terrible Capehart amendment.’ and I was given the impression, 
thro wh reading the hewspapers, that the Pre sident Ws complaining 
about the fact that prices wor ~ rise in the Capehart’amendment, not 
hat it was administratively difficult to handle. I would suggest that 
he real argument in W vhetber or not the Capehart amendment should 
be repealed is the argument that prices will rise due to the fact that you 


] 1} 4 47 Redes ' , 
permit the processor to add to his eosts, the higher costs wht h have 


Vf . Dees . 1] i . 1 . 1. ] “mf 
‘1 DISALLE. Price vould rise for two reasons: not only the reflee 
} hs i> . ri 
( Ot the { rense Hut aiso the proble .OT attel ptu oO to nlloents 
1.1 ] 4 
| | r the admin rative ropiem that would 
i 
/ ! 9 xy . — ; { ] + if 
senator ipehart’s amendment was, and Senator Capehart himself 
} } : } } y* ve } 4 : ™ 1 
Chat tire mendment presented many cifliculties that he felt should 
1 : 
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Mr. Coxe. Isn’t it possible to administer the Capehart amendment 
by a general regulation / 

In other words provide for all cost increases which ocbunved after 
July 15, 1951, as a general regulation, as you do in many instances and 
you have done in CPR 22. 

Mr. DrSauxz. We are trying to write a regulation to include the 
provisions of the Capehart amendment. 

As I said, there is nothing that is impossible, but the results would 
be very bad for price stabilization. 

Mr. Coxe. I know that the statement is made in all sincerity, but 
I have no proof of it. I don’t know that it has been bad for price 
stabilization. You do it when you roll back items, do you not? 

Mr. DiSautie. AsI said yesterday we have attached here some letters 
from accounting firms who offered an objective view, and if you would 
like I will be glad to read for the record some of the st: itements of 
these people. 

Mr. Coir. No; I will assume that they agree with you. 

Mr. DrSauxe. There are some of them which do not agree with me 
entirely. 

Mr. Core. I think in conserving time we will try to read the record. 
I hope we will because I understand the only opposition to this case is 
to be presented by reading the record, and no witnesses. 

However, American businesses allocate the costs of each individual 
item in the production of those items, do they not ? 

Mr. DrSatte. That is not so. 

Mr. Cote. Categorically you state that is not so? 

Mr. DiSatix. That is right. 

Mr. Corre. Do you mean to say that manufacturers in this country 
have no idea of the costs, what it costs them to produce 1 or 1,000 
articles a day, that they do not attempt to allocate the costs ? 

Mr. DiSauux. I would say by far the vast majority have no account- 
ing method that will accurately allocate overhead costs: to individual 
items. 

Mr. Core. “Accurately,” I suppose with that statement that may be 
true. I don’t know whether any “accurate” statement can be made. 
Although I am not a manufacturer, nor have I ever had any experience 
along that line. 

Mr. DiSauxz. As I pointed out yesterday, using the two accounting 
methods with six different people doing the accounting, the var iation 
was 85 percent in one case to 100 percent in the other from the self 
same figures. 

Mr. Cote. I realize that and the Government does it in renegotia- 
tion contracts all the time and in cost-plus contracts every day. 

Mr. DiSauie. I think that is why some people prefer renegotiations 
to having the pity established in advance. 

Mr. Corr. I do not believe that is the answer, Mr. DiSalle. I am 
wondering if we are talking about the consumer, and I have been one 
who has been concerned about roll-backs. 

This S. 2170 with which you agree does provide a floor for prices, 
does it not? In other words you cannot roll back beyond a certain 
figure ? 

Mr. DrSauez. That is right. 
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Mr. Coiz. There is a floor, very definitely. Now, the item of adver- 
tising, which is an item of cost, and which Mr. Brown talked about a 
while ago, the law still provides you can determine how much adver- 
tising a given manufacturer may include in his budget. 

Mr. DiSatuex. It says we must make a reasonable allowance for all 
costs, including advertising. 

Mr. Coir. Then someone in your agency in each individual case has 
a right to tell the manufacturer how much he can spend for adver- 
tising. 

Mr. DiSauie. No; that will be done on an industry-wide basis. 
Prices will be established at industry-wide levels. 

Mr. Core. There will be no effort in any individual case to tell any 
individual manufacturer how much he can advertise ? 

Mr. DiSautie. We would have considerable difficulty in attempting 
to establish the reasonableness or unreasonableness of advertising. In 
fact that is one of the objections we raised to the Capehart amendment. 

Mr. Corre. When you establish industry-wide price controls, 1 find 
some difficulty in determining what you mean by industry-wide, but 
probably the regulation and the law establishes that, but, for instance, 
I am thinking of shirts, shoes, machine tools. Now, how can vou tell 
a manufacturer of one type of shirts that his advertising shall con- 
form to the advertising of all other manufacturers of all other types 
of shirts, sport shirts, white shirts, broadcloth shirts, and so forth? 

Mr. DiSatie. We do not attempt to tell him that. That is included 
in his price structure and he can use it in any way that he deems best. 

Mr. Corr. Any way that he deems best. Now, I want to return to 
quotas, Mr. DiSalle. I notice in your statement that you said that 
in World War I quotas were used, or was it World War IT that they 
were used ? 

Mr. D1iSatxe. That was in World War II. 

Mr. Cote. I do not have the definite rule before me but I do have 
the hearings in the Senate in which this statement is made that quotas 
were in force from October 1, 1942, to September 1, 1943, and inter- 
mittently for certain classes of slaughterers from April 30, 1945, to 
June 30, 1946. 


Do you know whether or not that is correct ? ° 


I am not sure on that. 

Mr. DrSatxe. I do not recall that. If it is in our statement, it is 
a fact. 

Mr. Cote. It isn’t in your statement. 

It is true, however, that quotas were not in force during World 
War II all the time? 

Mr. DrSaute. That is right. 

Mr. Corr. I find this other statement that the United States De- 
partment of Agriculture said through its Bureau of Agricultural Eco- 
nomics on February 1951 as follows: 

The slaughter controlled program is one of the most difficult to administer 
of all wartime food programs. During the 1948 fiscal year 794 violators were 
found of the United States Department of Agriculture food orders. Of the 
total, 277, or more than a third relate to FDO 27. OPA had more than 11,Q0u0 
and filed 1,026 civil and criminal suits against 1,761 defendants for violation of 
meat regulation order. 

That is approximately correct, is it ? 

Mr. DrSauue. Yes. 
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Mr. Corz. Well then, slaughter quotas do not mean that people 
are violating the law; is that nght? 

Mr. DiSauie. The OPA had a much more difficult problem in the 
fact that thousands of new people came into the slaughtering in- 
dustry. I do not remember the correct figure, but I would be con- 
servative in saying in excess of 10,000 new slaughterers came in during 
the wartime years and they are the ones who created the majority of 
the problems. 

At this time we froze slaughterers at the beginning of the year 
and you find that industry consists pretty much of those people 
who had been legitimately in the business over a period of years. 

Mr. Coir. But even during World War IT when slaughter quotas 
were in effect we had the greatest black market in meat we ever had. 

Mr. DrSaue. No; the black market in meat came after the slaughter 
quotas were eliminated. 

Mr. Corr. You say that quotas made compliance workable? Is 
it your judgment that compliance was stricter during that time than 
under this law ¢ 

Mr. DrSauie. Yes. 

Mr. Coir. On what do you base that 

Mr. DrSanve. On our own records, and, in fact, we had them only 
for 4 months, but we had nowhere near the problems during those 
months that we have had since slaughter quotas have been eliminated. 

Mr. Corr. You said from your records. What are the records? 

Mr. DrSauie. Well, we could compile those for you. 

Mr. Coxz. I think it would be interesting because there has been 
a great deal, in my opinion, of general statements made about quotas 
and not enough in the way of facts, but you must recall that you 
started off your 1,500 investigators after the slaughter quotas were 
off. Did you not state that they would pick up most of those for 
noncompliance ¢ 

Mr. DiSatix. We were making investigations during the period 
we had quotas. 

Mr. Cote. Yes; but not very vigorously. 

Mr. DirSatxe. And we also had the records of various slaughterers 
to demonstrate the division and distribution of the available supply. 

Mr. Corr. I would be very much interested to see what those figures 
are and how they are arrived at. 

Now, you state that quotas as to each packer, assure each packer 
his normal share and attempt to assure each packer his normal 
share ¢ 

Mr. DiSatxe. That is correct. 

Mr. Coir. While quotas were on, the packers in the Middle West 
received far less cattle than they did otherwise prior to the quotas? 

Mr. DrSauie. They were receiving more than they are now, some 
of those packers. 

Mr. Corr. They were receiving more than they are now? 

Mr. DiSaurr. Yes. . 

Mr. Cove. Do you have those figures? 

Mr. DiSautxie. Yes; I can show that by figures. 

Mr. Cote. I would like to see them because as you know the evi- 
dence shown at the Senate hearing, the evidence discloses that packers 
were receiving far less. 
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Mr. DiSatix. Before the Senate, I can recall four packers among 
those who appeared in favor of quotas and all of them testifying very 
strongly on behalf of the quotas. At least three of those packers that 
I recall were from the Middle West. 

Mr. Core. It is perfectly obvious that some of the packers are in 
favor of quotas, and for obvious reasons. In my opinion it eliminates 
some of their competition and creates a bit of a monopoly. 

Mr. DiSauue. I do not think that is correct. There is more of a 
tendency to creat monopolies without quotas. 

Mr. Corr. We seem to be diametrically opposite on that opinion. 

Mr. DrSauxe. I don’t know of anything we could be more opposite 
than on that statement. 

Mr. Coir. What you have done is, when the cattle producer brings 
his cattle to Kansas City, the regulation provides that in order to 
be in compliance the slaughterer cannot buy his cattle and he must 
take them back to the farm or do something with them. 

Mr. DrSauie. That same problem was raised by some cattle pro- 
ducers in New Mexico. One of them pointed out that large packers 

vithdrew and they had their cattle left over. I asked if that wasn’t 
possible and didn’t occur in ordinary times and he said, yes, it did. 

Mr. Core. I assume it would and did, but he would not tell you 
that it occurred in ordinary times as frequently, because if it is im- 
possible for the cattle buyer to buy, he cannot sell because there is no 
one else there. 

Mr. DrSatie. With marketing being what it was, I doubt very much 
that it occurred during quotas. 

Mr. Core. Yes; but I know that these gentlemen understand what 
they are doing in selling off their cattle. 

Mr. DrSauxe. In selling and buying, both. 

Mr. Cortz. That is right, they are in business. People down here 
in Washington say they are selfish and are trying to make a profit. 

Mr. DrSattez. I do not know of anyone who has an objection to a 
profit. In fact one cf the men told me he had worked 200 days for the 
Government. That was the income tax to the Government last year. 

Mr. Corr. You mentioned that 38 percent of the packers were in 
violation ? 

Mr. DiSauue. Thirty-eight percent of the packers that were visited. 

Mr. Corr. That were visited? What percentage is that of the 
volume of the total production of meat ? 

Mr. DrSautie. I wouldn’t know that. I suppose that could be 
ascertained. 

Mr. Corr. I think that is more important than the figure of 38 per- 
cent of those visited. I don’t know how many you visited. How 
many packers are there in the country ? 

Mr. DrSatie. About 11,000 right now. 

Mr. Cote. How many were visited ? 

Mr. DiSautxz. I would say up to the present time around 1,100 to 
1,200. 

Mr. Corz. You visited about 10 percent? 

Mr. DrSatie. About 10 percent, but it is continuing. 

Mr. Cox. And of those 10 percent you have found 38 percent in 
violation, which is rather small so far as the over-all number of 
packers is concerned ? 

Mr. DiSaute. I wouldn’t say that was small. 
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Mr. Corr. Well, let us say out of those who were found in violation. 
Let us break them down. How many violations have you found 
altogether ? 

Mr. D1Sautz. Up to now about 1,200 violators. 

Mr. Corr. And what were they ? 

Mr. DiSaute. Well, the upgrading of meat. 

Mr. Corr. How many violations on upgrading of meat? 

Mr. DrSatte. I don’t carry those figures with me. 

Mr. Corr. May I say this, Mr. DiSalle: when the bill was intro- 
duced in the Senate and the Senate committee was considering slaugh- 
tering quotas the President made the statement that there were tre- 
mendous violations on the part of the packers. You made the state- 
ment in California over the radio and all these statements were in the 
same newspaper, and the same paper carried the long story about 
these vicious, selfish packers, stating you had found that there were 
1,100 violations. The point I am making is this, if we are interested 
in facts, is to first know what those violations are. You know and I 
know that it is impossible for any businessman, and I say any business- 
man or consumer, to live under OPS without violating it to a certain 
extent. The question is, How serious are the violations? 

Mr. DrSauix. First of all, I won’t agree that it is impossible to live 
under OPS without violating. 

Mr. Core. You are on the one side and the consumers and business- 
men are on the other. 

Mr. DiSatuer. No; we are not. We feel that we are protecting the 
legitimate businessmen as well as anyone else. 

Mr. Corr. I am not talking about willful, malicious violations. 

Mr. Burrerr. Will you give us the name of any packer who can 
buy Choice or Prime cattle within compliance at the major yards. 

Mr. DiSatxie. I do not know if we can get that for you. If it is 
impossible for them to buy in compliance it is because the packers 
themselves are bidding cattle prices above compliance figures. It 
isn’t anything we are doing about it. 

Mr. Burrerr. You do not think that the market is set by gray or 
black-market operators ? 

Mr. D1Satix. No; I do not find any evidence of black-market buyers 
in the market. 

Mr. Coir. May we have then for the record the number of violations 
and what those violations were? I do not care about the names of the 
people. I notice that there were very few suits filed and only two or: 
three criminal prosecutions started. 

Mr. DiSauie. There have been quite a few filed and they will be on 
the increase. 

Mr. Corr. IT assume they will. 

Mr. DiSauie. Those cannot be filed right away. We have a pro- 
cedure to follow, Department of Justice clearance, and so forth. 

Mr. Core. What I am talking about is that all the red tape, all of 
the paper work, all of the bookkeeping that all of the businessmen 
are supposed to keep will almost automatically force them to violate 
the OPS regulations. What I am interested in, and what I think the 
country is interested in is, are these willful, malicious violations of the 
law which are attempting to destroy the program; that is what T am 
interested in? 

Mr. DiSauve. That is what I am interested in. 
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Mr. Coz. All right; let us see what these violations are. You have 
1,300 investigators and all of them are now investigating slaughtering 
houses. None of them, apparently none, are investigating other busi- 
nesses in this country, are they ?¢ 

Mr. DrSauiz. That is not so. 

Mr. Corr. I am taking your statement as of yesterday. You said 
you had 1,300 investigators now investigating slaughtering houses and 
in reply to Dr. Talle’s question when he asked you how many investi- 
gators you had, you said 1,300. I may have misunderstood. 

Mr. DiSauxx. That is right, but it doesn’t mean that the 1,300 are 
confined full time to investigating the meat industry. 

Mr. Core. I see. I did misunderstand. Are they investigating 
other businesses, Mr. DiSalle? 

Mr. DiSauue. They certainly are. 

Mr. Cote. Are they finding violations in other industries ? 

Mr. DiSauie. Yes; but nowhere near the number that we found in 
meat. 

Mr. Core. Then in order for me to determine whether or not your 
general statement is such that I can agree with you, I think you should 
show how many investigations have been made in other businesses, 
and what those violations were. The thing I am getting at is, that it 
is my judgment that the administration has found that the meat indus- 
try is a very fine whipping boy, and they have said: “We will whip 
them and whip them at whip them because meat to the average 
housewife is high.” There are other commodities in this country that 
are high and there are other consumers in this country who are having 
difficulty with price control but only the meat industry is selected for 
the squeeze. No others, so far as we have been able to find. All the 
propaganda about violations is on meat and the meat industry. 

Mr. DirSatie. If the meat industry were in compliance and we were 
not having any difficulty with meat we would be very content to forget 
about it. We are not going out of our way to bother people. 

Mr. Corr. When you say that all 1,300 of your investigators are 
investigating this one segment of the economy, then I think you are 
going out of your way. 

Mr. DiSatix. Because at the present time, it is causing us more dif- 
ficulty than any other industry. 

Mr. Coir. Even more than the “terrible Capehart amendment”? 

Mr. DiSaute. Well, I don’t know whether that is relevant or not. 

Mr. Corr. Mr. DiSalle, you made the statement that you have ad- 
justed quotas to meet the Armed Forces needs. How have they been 
adjusted to meet the Armed Forces needs? 

Mr. DrSaute. At the time we had quotas we had made a provision 
for 15 percent additional allocation for those people who were serving 
the Armed Forces. Of course, since quotas are out, that is out too. 

Mr. Coir. And as they obtained the contract you would automat- 
ically increase the quota to the packer ¢ 

Mr. DiSaute. That is right. 

Mr. Corse. And do you think that quotas or no quotas made any dif- 
ference to the Armed Forces in buying at home or buying abroad ? 

Mr. DiSauxe. I think it did indeed. 

Mr. Coie. They bought 10 million pounds of meat in Europe in 
July of this year and we had quotas. 

You may not know that, but that is my statement that it did. 
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What I am saying is that there is evidence for me to show that. 
They bought 10 million pounds of meat during quotas in Europe and 
therefore it is immaterial. We don’t broaden our base enough. I 
do not think the agency has broadened its base enough in showing why 
quotas are necessary. You say that it is necessary to allocate meat. 

Mr. DrSaute. It all depends. It is very hard to try to show people 
those things they do not want to see. 

Mr. Core. All I am asking for are facts and figures. 

Mr. DiSatie. We have made figures on that and have furnished 
memorandum after memorandum to this committee and other com- 
mittees. 

Mr. Coxe. It is not in this statement. There are no facts to show, 
there is nothing in the statement you made here to show facts and 
figures that you have allocated to all of the packers in this Nation 
their share of the meat. 

Mr. D1Satxe. I think you will find that as one of the first state- 
ments. 

Mr. Corr. Yes, the statement, but not the figures. The figures are 
not here. 

Mr. DrSatie. What kind of figures would you want? We said we 
took all the marketings and distributed among all the packers with 
respect to the marketings available. 

Mr. Corr. Oh, yes, that is very important, but what about the pack- 
ers who do not? You said you have taken 11,000 packers and have 
taken the amount of meat produced and said to the packer, “You are 
entitled to a proportion of it,” and let them hang there. I don’t know 
whether each has had his share, and I don’t think you do. 

Mr. DrSauie. Oh, yes, we do. 

Mr. Coir. How? 

Mr. DrSatix. They have to file. 

Mr. Cote. Let us have the figures. 

The Cuatmrman. Wouldn’t that be rather interminable to try to 
show the entire details of every statement he makes? 

Mr. Cote. The burden is not on anybody. 

The Cuatrman. If in each statement he has to buttress it with the 
entire statistics involved it would seem to me it would become very 
involved. 

Mr. DrSatie. We are very happy to do that. That is one of our 
major problems in getting enough help to get it all together. 

Mr. Cote. What I am saying is that we cannot make up our mind 
on a general statement. 

Mr. DiSauie. Would you support the bill if we could establish by 
figures that we did distribute all the available supply ? 

Mr. Core. I will support the slaughter quota if you can establish 
by figures that you are providing all of the slaughterers their share 
of all of the available livestock which is brought to the market; yes. 
That is fair enough. That is all we want. That is all I want. And 
that is all I think the processor wants and that is all that the consumer 
wants, is that they do it. 

My objection to the slaughter quota is this: I still believe that you 
are eliminating the movement, curtailing the market by that regula- 
tion and are causing the consumer great distress by not being able 
to get the meat they should have. It works an ill effect on the con- 
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sumer, the packer, and the processor. That is the only objection I 
have. 

I am through with this one exception, that we are not going to 
hear anybody except Mr. DiSalle. 

The CHairMan. It will not be possible to hear the people who desire 
to testify as that would result in the hearings continuing indefinitely 
and time is of the essence. Those people may file their statements for 
the record, and they will be available to the members. They had ex- 
haustive hearings in the Senate and Mr. DiSalle came in to state his 
objections to this particular amendment and I think we are all familiar 
with the facts and I expect Mr. DiSalle will be the last witness. 

Mr. Wotcorr. The testimony in the Senate isn’t of much use to us 
as the testimony in the Senate was on the action taken previously, or 
lack of action I guess is a better word, previous to the reporting out of 
this bill that is now before us. 

The CuatrMan. This bill was reported as a result of those hearings 
and to meet the objections that have been presented by the admin- 
istration to this bill. 

Mr. Woxcorr. I think we should have some testimony on that. 

The Cuarrman. We will allow all of the industries to file state- 
ments. If there are additional witnesses, there will be no limitation 
on the hearings. You cannot limit a hearing. If you bring a witness 
here, I cannot limit the time that the committee uses in interrogating, 
and if we have a hearing there will be no possibility at all of the House 
considering this bill. 

We have to get a rule, I believe, from the Rules Committee, and 
we have to go up before the House and it is a matter of necessity. Ido 
not like to curtail any of the hearings and have never done so. 

Mr. Corr. We are not asking that you have unlimited hearings on 
this bill. We do feel though, with all deference to the chairman’s good 
judgment, we do feel that the people of America will feel that they 
have not been dealt with fairly if they do not have an opportunity 
to be heard. 

The Cuarrman. We have no alternative. We either conclude the 
hearings or we won’t have an opportunity to go before the House prior 
to the pending adjournment. 

I have told all of the representatives of industry that they can file 
their statements if they are available. We have used up all the time 
not with regard to the bill before us but with regard to the slaughterer’s 
case which is not being considered now. You all know that. If we 
put a witness on the stand, he is subject to interrogation and if we 
start that we might as well put the bill in the files and quit. 

Mr. Corr. The only alternative is that you do not think it necessary 
to hear the people in favor of this. 

The CuarrmMan. No; I have not said that. The administration has 
asked to have it considered. I think the administration has the right 
to ask for it. 

Mr. Cote. That is right, but we as the minority have the right to 
be heard too. 

The Cuatrman. You can be heard on the floor of the House. 

Mr. Corz. You are loading this on your side with a great deal of 
unnecessary argument. 

The Cuarrman. It is a thing that we cannot avoid. 
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Mr. Wotcorr. It seems to me we should try to avoid it because we 
were on the floor without any hearing on the effect of this bill, what 
that effect will be on industry. We put ourselves in a very embarrassing 
position. There are a lot of these things that I think are contro- 
versial and industry representatives have taken issue with Mr. Di- 
Salle’s statement to the effect that this language does make it possible 
for Mr. DiSalle to repeal in effect the Capehart amendment, which 
he savs he would like to do. 

I think the House has a right to know the judgment of industry as 
to whether it is possible to nullify the Capehart amendment. I would 
like to know also whether an attempt is going to be made here in the 
committee or on the floor to add the slaughter quotas, the Herlong 
amendment. I think we have a right to assume that they will be 
added and I am inclined to think that these amendments are germane 
to this language which is broad enough to make fats and oils germane. 

The Cuamman. Of course we are going to have an open rule. 

Mr. Wotcorr. And we should also know what the effect of the repeal 
will be. 

I think the questioning on the slaughter quotas is in anticipation 
that the slaughterers will be involved here. We have not had any- 
thing on fats and oils. Are we going to bring these in as separate 
bills or are we going to lump them all together? 

The Cratrman. What we are considering now is the bill before us. 

Mr. Wotcorr. I know that. 

The Cuarrman. I cannot assume the role of a prophet. 

Mr. Wotcorr. You cannot assure us that we are not going to be 
heard on these other matters and we should anticipate that somebody 
is going to offer those amendments and that we should have some 
hearings on the effect of those amendments. 

The Cratreman. That argument will make it perfectly impossible 
to have consideration of this bill in the House. If you are going to 
have hearings on these questions, it is perfectly obvious—— 

Mr. Wotcorr. Senator Maybank said they were not going to offer 
a bill to repeal the Herlong amendment. Are we going to have an 
amendment to appeal the Herlong amendment before us previous to 
adjournment ? 

The Cuatrman. It is not here. Whether it will be offered in the 
House, I don’t know, but it is absolutely obvious that the only way this 
bill can be considered is by concluding the hearings. 

Now, the administration has said they want some modification of 
the Capehart amendment. 

Mr. Woxtcorr. We have an obligation, too. 

Mr. Nicnorson. Mr. Chairman, we ought to know something about 
this bill ourselves. If we do not ask questions and have it in our own 
minds, how are we to know how to answer the questions intelligently ? 

The CuatrrmMan. You have gone into that before. We have had it in 
the committee and we had exhaustive hearings on the first bill. 

Mr. Nicnoxson. I think everybody was confused on the first one. 

The Cuarrman. They will be just as much confused on this one too. 

Mr. Nicrorson. I am confused, I know that. I would like to ask 
two or three questions. 

I would like to ask Mr. DiSalle what this means when you say that if 
this bill passed that he will allocate the meat. What does that mean ? 
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Mr. DiSauxe. I said before, allocation refers to allocation at the 
distributive level to make sure that in addition to the packer getting his 
portion of the meat, a proportionate share of the meat that is available, 
that he will also allocate to the same people that he did business with for 
the past year, the wholesaler, that wholesaler in turn will see to it that 
he furnishes the retailer that he did business with. 

Mr. Nicuoison. Somebody is getting 100 million pounds of beef 
and you would allocate that to him provided that he allocated to his 
customers in the same proportion as before ? 

Mr. DiSaute. That is generally true, yes. 

Mr. Nicnotson. Is that so that under this proposed law no one could 
start in the meat-packing business because he never had any historical 
quota, or if he did get a quota it might be taken away from the meat 
packers who have enjoyed whatever their business was through the 
years! 

Mr. DiSaurr. That is right. For example, in the case of quotas, 
there have been new packers who have started in business and they 
have been given a quota, and in the case of allocation, the same thing 
would be worked out. 

Mr. NicHotson. So it really destroys competition ? 

Mr. DiSauue. I do not think it destroys competition at all. Cer- 
tainly there is plenty of room for competition. I think if somebody 
wanted to sell meat at reasonable prices they could develop a terrific 
business today. 

Mr. Nicuotson. They cannot develop a terrific business if they have 
got a quota of so many million pounds a year and they are finished. 
What about these 38 percent violators? What have they violated? 

Mr. DiSautue. They violated the regulation. They violated the law. 

Mr. Nicnotson. What were the regulations? 

Mr. DiSauie. Short weight. 

Mr. Nicnotson. They short weighted ? 

Mr. DiSauur. Yes; and also side payments, tie-in sales. 

Mr. Nicuoison. I don’t understand what you mean by short weight. 
You mean a man would sell me 1,000 pounds and I would be billed for 
1,000 pounds but I would actually receive only 800 pounds? 

Mr. DiSauue. That is right. 

Mr. Nicuorson. Was that collusion between the buyer and the 
seller? 

Mr. DiSauue. Yes. 

Mr. Nicnorson. Did you prosecute any of those kinds of cases? 

Mr. DiSauuir. We have some in process now. 

The CHatrMan. Mr. Fugate ? 

Mr. Fueare. I have six or eight telegrams which came in in the 
last hour relating to this matter and I want to read one of them. It is 
addressed to me and it is as follows: 

Urge you oppose any changes in Capehart amendment because S. 2170 spe- 
cifically exeludes price relief for our services by the use of the word “industrial 
Services. 

WILLIAM P. JEFFRIES, 
Virginia Association of Laundry and Dry Cleaners. 

The rest of these telegrams relate to those services. 

Mr. DiSauie. Our services regulation is out and has a provision for 
adiustment in it. That is regulation No. 34. It has a provision for 
adjustment. 
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Mr. Fveare. So their fears are not well founded ? 

Mr. DiSauie. Not well founded at all. They already have that. 

Mr. Fucare. Just one or two questions. I would like to say that the 
packers in my area are getting along very well under the present price 
control program. I have talked with them in the last day or so and 
they are inclined to go along with the slaughter quota so long as there 
is price control, but they raise two or three questions which 1 would 
like to ask vou. One of them is how do you account for the heavy 
movements of livestock from the West to eastern markets which is 
currently taking place ? 

Mr. DiSauxe. In the original regulation the freight allowance might 
have been too generous. There has been some adjustment made on 
that. The allowance for shrinkage might have been too generous and 
there has been some adjustment there. We have made some adjust- 
ments both on East and West movements in an effort to correct that 
situation. 

Mr. Fvcarr. Is that for the purpose of curtailing that movement ? 

Mr. DiSauie. Yes. 

Mr. Fucarr. There is no reason to believe that black markets are 
operating in the East which would draw these cattle off from their 
normal marketing area ¢ 

Mr. DrSatxie. It all depends on what is meant by black market. 

Mr. Fucatre. I mean markets in competition with the historical 
channels. 

Mr. DiSauie. No: the meat is staying in the historical channels. 
There is a possibility some of these people have been buying out of 
compliance and engaging in these practices to operate profitably 
and that is what the investigation was directed to. 

Mr. Fuearer. There is no price differential that would justify that ? 

Mr. DiSauie. No; we don’t believe that there is although that is 
under constant study. The differential may exist in the shrinkage 
allowance and in the transportation allowance. 

Mr. Fuearr. One of my packers raises the question of why no ceil- 
ing has been placed on calves? 

Mr. DiSauie. We just haven't gotten to it. It is in the process now 
and is being written in the regulation on calves and lambs. 

Beef was our primary concern. With a limited meat force it has 
taken all their time to get the beef and pork regulation. 

Mr. Fucare. Has that resulted in a hardship on some slaughterers ? 

Mr. DiSaute. I believe it has. In some cases I believe it has al- 
though recently we found that the pressure has been off in that par- 
ticular area, but the veal regulation ought to be out very shortly. 

Mr. Fucarr. You think there will be a ceiling shortly ¢ 

Mr. DiSauue. Oh, yes. 

Mr. F'ucarr. One of my packers said that this had resulted in heavy 
losses to him because he had not been able to get a ceiling. 

The same is true with sausage ? 

Mr. DiSauir. The sausage regulation is out. 

Mr. Fucare. You mean there won’t be any? 

Mr. DiSauxe. There will be dollars and cents ceilings established 
but there was relief granted the sausage processor. 

Mr. Fucarr. There is no grounds for fear among certain people 
that slaughtering quotas and price ceilings and the regulations would 
eventually lead to consumer rationing? 
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Mr. DiSauie. Consumer rationing? 

Mr. Fuaare. Yes. 

Mr. DiSautie. We cannot forsee the need of it at this time. There 
is a great deal of price rationing existing at the present time. Not too 
many people can afford meat at these prices. 

Mr. Fucarr. Yes; but you know that a great many people wouldn't 
want to be a party to any movement that would set up rationing on a 
consumer level. 

Mr. DiSatxe. There is no program for it at this time and none con- 
templated that can be forseen. 1 do not think, short of an all out 
war, that there will be rationing. 

Mr. Fueare. That is all. 

The Cuatrrman. Mr. Widnall? 

Mr. Wipnatt. You stated before that many of your men have been 
working at night, long hours, to enforce this law. Why wasn’t the 
same effort devoted to the Capehart amendment ? 

Mr. DiSauir. No one said it wasn’t. We have had people working 
Saturdays and Sundays on the provisions of the Capehart amend- 
ment. 

Mr. Wiwnaii. There recently was brought to my attention the fact 
that a businessman went to a local Price Stabilization office and he 
wanted to bid on some Government business and he was told to dis- 
regard the Capehart amendment because “we believe it will be re- 
pealed.” 

He said, “What if it isn’t repealed ?” 

Then he was told, “Well, then you will have to apply for a read- 
justment. 

Is that the attitude of the enforcement agency office toward acts of 
Congress / 

Mr. DiSauix. Certainly not. That was no regulation of ours. 

Mr. Tatue. I want the record to show, Mr. Chairman, that I think it 
would be a mistake to close the hearing on S. 2170 after hearing only 
one witness. I know I will be asked why that was permitted, if it is 
done, and I want the record to show that I object to it. 

Mr. Wipnatt. In connection with S. 2170, I would like to have made 
clear how section 4, reading to (a) and (b) differs from the existing 
law? I willread it to you. Section 4 says: 

After the enactment of this paragraph no ceiling price regulation applicable 
to the sales of manufactures or processes of any materials or the charges for 
industrial services shall become effective which establishes a level of prices 
for such sales or charges below the lower of (A) the level prevailing for such 
sales or charges just before the date of issuance of the regulation, or (B) the 
level prevailing for such sales or charges during the period January 25, 1951, to 
February 24, 1951, inclusive. 

Mr. DrSatir. Well, I have here a copy of the Senate report which 
sets out the differences in italics. If it is a question of language or a 
question of what the actual difference is I will be glad to attempt to 
state it for you. 

Mr. Wipnati. What is the difference in effect? For instance, 
of (A) ? 

Mr. DiSauir. We say that in effect the provision for individual 
adjustment and the allocation of overhead costs on an individual 
basis is removed. It permits us to issue industry-wide regulations, 
making allowances for all unavoidable costs, increases or costs and 
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permits our approach in an industry-wide basis rather than on an 
individual basis. 

Mr. Wipnaty. What was meant by the word “regulation” ? 

What regulation does that apply to under (A) ¢ 

Mr. DiSaute. The word “regulation” is used several times in this. 
Which one do you mean 4 

Mr. Wipnatu. I am thinking now of “the level prevailing for such 
sales or charges just before the date of issuance of the regulation.” 
What regulation does that apply to? 

Mr. DiSauie. Any regulation to be issued in the future. 

Mr. Wipnae. In other words if this bill were passed, you feel that 
you can immediately issue a new regulation which would roll back 
prices in many industries if the current price level was below your 
ceiling prices ¢ 

Mr. DiSauie. That is the language of the amendment, reflecting 
prices prevailing. 

Mr. Wipnati. How would you effect that roll-back? Would any 
industry committee be given an opportunity for a hearing before you 
enact new ceilings? 

Mr. DiSauie. Before any regulation is made, we meet with the 
industry advisory committee. 

Mr. Wipnatz. And you would give them a sufficient opportunity 
to be heard on the industry basis, as to the industry prices 4 

Mr. DiSauxe. That is right. 

Mr. Wiwnatu. I am particularly concerned with the woolen indus- 
try and there is a situation prevailing there where the current price 
level is substantially below the price ceilings, but at the same time the 
world price of wool has been going up severely in the last few weeks 
at least 70 cents a pound. 

Mr. DiSauur. That is right. 

Mr. Wipnatt. It is conceivable if this legislation is passed you can 
immediately freeze at the current price level which would not give 
an opportunity to industry to take into account the vast increase 
in price of the world wool market ? 

Mr. DiSatie. I do not think that would be possible under the 
regulation. It says the regulation must be fair and equitable. 

Mr. Wipnatn. I have here a copy of the full text of memorandum on 
tailored order standards which was printed in the Daily News Record 
of October 5, 1951. 

Mr. DiSauie. Before we get into that, I might say it does not. 

Mr. Wipnatn. Well then it isn’t under serious consideration ? 

Mr. DiSauur. Yes, it is, but the text that was printed does not 
necessarily represent the thinking at this moment. 

Mr. Wipnai. | am particularly disturbed by the fact that in one 
section it states as follows: 

Where a commodity is under GCPR (or other regulation) but is selling well 
below ceiling, and where the ceiling level represents a very substantial advance 
above June 1950 levels, a tailored regulation should roll back ceilings to or 
toward present market levels. 

This should be particularly considered in the cases where present ceiling 
levels were clearly determined largely by demand and speculative attitudes 
rather than by costs. Such action will not require a cost study, inasmuch as 
the act permits ceilings to be set at or above levels prevailing just prior to their 
issuance. 


Mr. DiSauuer. Yes. 
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Mr. Wipnat. In other words with the passage of this amendment 
you cannot, without a consultation with industry, you cannot put in 
any price ceilings at the current market price 

Mr. DiSaute. We could under the law as it stands. 

Mr. Wipnaty. Under existing law you can roll back ? 

Mr. DiSauie. Under the Capehart amendment we could issue regu- 
lations reflecting prevailing price levels. 

Mr. Wipnati. Under the Capehard amendment you would have 
to take into consideration all the cost factors. 

Mr. DiSauie. Only in cases of roll-backs. But ini the case of the 
regulations reflecting prevailing prices we could issue the regulation. 

Mr. Wipnauw. Isn’t it true that a chaotic condition exists within 
an industry where there is uncertainty as to what a price ceiling will 
be? 

Mr. DiSauie. That is the reason for having industry advisory com- 
mittees and consulting with them, and I think that standard as you 
read it said that if the increases were as the result of speculative move- 
ments rather than increases in costs the regulations would be issued 
reflecting existing prices. 

Mr. Wipnauu. This goes on further to say: 

Present market levels should not, however, be used where the market is clearly 
depressed. 

Mr. DiSauie. That is right. 

Mr. Wipnatut. A market, of course, is not depressed merely because 
prices are below ceilings. 

Mr. DiSatxe. That is correct. 

Mr. Wiwnau. Will full consideration be given to that ? 

Mr. DiSaute. Absolutely. 

Mr. Wiwnatt. Before the issuance of any change order ? 

Mr. DiSauuie. That is right. It is not our intention to catch an 
industry in a depressed condition. 

Mr. Wipnaty. As you know, in the woolen industry the main raw 
material comes from a world market. 

Mr. DiSa.e. Seventy percent of it comes from abroad. We recog- 
nize that. 

Mr. Wipnati. At the present time at the woolen mills in my own 
district we are faced with an unemployment situation that runs be- 
tween 5,000 and 7,000. I believe the woolen industry is worried about 
the fact that the present situation in which they find themselves, where 
they really have depressed prices, does not reflect inventory costs and 
raw material costs will be frozen at the prevailing market prices so 
that actually in the future they won’t be able to conduct the business 
at a profit. 

Mr. DiSauie. I don’t think they have any cause to worry. Their 
ceilings are very liberal. I would suppose they would be very glad to 
sell at the present ceiling prices if the market was there. 

Mr. Wipnatt. That is just it. The market is not there at the 
present time. 

Mr. DrSauite. They cannot blame the present unemployment on us. 
We can be blamed for a lot of things, but we don’t think we can be 
blamed for that. 

Mr. Wipnatt. They are not blaming it on you but they are con- 
cerned about whether they are going to be treated the same as the 
cotton people are treated where full recognition is given the cotton 
industry with the present price ceiling, a sort of guaranty. 
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Mr. DiSauue. I do not think we are going to make any distinction. 
Our standards will be the same for all industries. We have a tough 
enough time existing and operating with our regulations if they are 
fair. 

Mr. Wipnatt. I would like to refer you to the Senate report on this 
bill where they were speaking of the intent of section 402 (d) (4) and 
they talk about the question of outright repeal. Now that committee 
evidently tended to point up the fact they felt very definitely full 
consideration should be given to industry in establishing prices. 

Might I ask this question; do you contemplate any change in the 
wool price ceilings? 

Mr. DiSattr. Present change? 

Mr. Wipnalu, Yes. 

Mr. DiSatir. I do not believe there is anything under consideration 
right at the moment. As you said, the wool market is firming up, 
the wool market. The world market is, and chances are that nothing 
will be done until that approaches our existing ceilings. 

Mr. Wipnaty. Thank you. 

Mr. Burrerr. What policy did you use in arriving at quotas for new 
plants? 

Mr. DiSatue. You mean on new plants just opening up? 

Mr. Burrerr. Yes. 

Mr. DiSauie. The need of the community and whatever was neces- 
sary to keep them in line with their competitors. 

Mr. Burrerr. Would you say the policy was to allow them a kill 
to meet the needs of the community? In our community all of it is 
excess. That wouldn't be a factor. 

Mr. DrSatre. If you had plenty of facilities, you wouldn’t have a 
new plant. 

Mr. Burrerr. We could have a new plant not to supply our own 
needs but. instead the demand elsewhere. It wouldn’t mean the need 
of a community but the needs somewhere else. 

Mr. DiSatie. We would not have granted permission to slaughter 
in a community where the existing facilities were sufficient to take 

‘rare of the community. 

Mr. Burrerr. I would have to differ with you because in Omaha, 
Nebr., the plants that are there could have slaughtered all the cattle 
that conte into Omaha and new plants were started a year and a half 
ago or 2 years ago and I assume they have been given quotas. 

“Mr. Siakan If they were started a year and a half or 2 years 
ago, they would have a historical basis, there would be no plants 
started since the Ist of January, 1951. 

Mr. Burrerr. In my community I think there are plants that have 
gone into operation since the Ist of January, 1951. I am interested 
in having a statement of policy used in arriving at that. 

Mr. DiSaue. I will be glad to give you the standards they used 
on that. 

Mr. Burretr. How high can my cattle people sell and be at the 
top ceiling for dressed beef in the Middle West ? 

Mr. DrSatix. How high can they sell? 

Mr. Burretr. Yes. 

Mr. Dr1Satte. I think our price on prime is $37.50. 

Mr. Burretr. It is true, is it not, that a great many cattle are 
selling above that level ? 
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Mr. DiSauiz. That is right. 

Mr. Burrerrr. I see in Chicago yesterday the top price was $40.35 
and most prime steers went between $38 and $39.70. 

Mr. DiSatie. That is right. 

Mr. Burrerr. Then the fellow who supplied the prime stuff could 
get a black market for it and the only way that the packer could 
come out was if he paid some other farmer less than that price. 

Mr. DrSatte. He might even out buying his cows at less than 
ceiling or buying his good cattle at less. It is a question of averaging 
out. 

Mr. Burrerr. Buying all his choice and prime cattle at above 
ceiling prices and he has to buy some cattle from farmers at below 
ceiling prices or he doesn’t have the choice stuff. 

Mr. DiSatie. That is right. 

Mr. Burrrerr. You made a statement that the marketings were 
not up toa year ago. The figures show that in Omaha the movement 
of cattle in July of 1951 was over that of July 1950. You had 
quota system on in July. 

Mr. DiSauir. Yes. 

Mr. Burrrerr. At the same time I find that none of the packers in 
Omaha could buy what they bought a year ago, while the buyers for 
shipment outside of Omaha bought over 50 percent more and I find 
also that one of the smaller packers in Omaha bought 1,000 percent 
more cattle, so quotas don’t necessarily assure a spread around. 

Mr. DiSatue. You mean during quotas they did that ¢ 

Mr. Burrerr. Yes. 

Mr. DiSauur. I would have to have the facts. 

Mr. Burrerr. Your men either have them or forget them awfully 
easily because the Department of Agriculture compiles those figures 
every week at every major market. 

Mr. DiSauxie. It would be very hard for me to visualize a plant 
slaughtering 1,000 percent more than it did a year ago with the quotas 
being in effect. 

Mr. Burrerr. I am quoting facts. I am not guessing. 

This question is more than a simple economic question. It is also 
a political question. Does the passing of a law make a moral act 
immoral ? 

Mr. DrSauix. Well, I suppose I would have to enforce the law as it 
is passed by Congress, regardless of my own personal feelings on it. 
But if I felt that it was immoral, I would not enforce it. I would 
resign rather than attempt to enforce it. 

Mr. Burrerr. Do you think it is immoral for a man to offer more 
than some statute says he may offer if he cannot get it any other way ? 

Mr. DrSatre. If he is in violation of the law? 

Mr. Burrerr. If he is offered more for a beefsteak than the law 
allowed and he couldn’t get the beefsteak for the ceiling? 

Mr. DiSattez. If it is in violation of the law, I would say it is im- 
moral. 

Mr. Burrerr. Well, do you think a statute can make it immoral? 

Mr. DiSatix. I feel very strongly about compliance with law. I 
think that is the kind of Government that we have and certainly I 
would say that violation of laws in themselves might be immoral as 
a general rule. 
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Mr. Burrerr. But you wouldn’t contend, would you, that if Con- 
gress or any legislative body passed a statute in violation of a moral 
law it would automatically make that act immoral ? 

Mr. DiSautex. It is awfully hard for me to imagine Congress doing 
anything like that. 

Mr. Burretr. It is a very practical question because if the people 
believe that Congress is attempting to make immoral a moral act—— 

The Cuatrman. I should think that would be an incompetent ques- 
tion. 

Mr. D1rSatute. It is a little outside of my control. If I felt that it 
was immoral, as I said, I wouldn’t be around to enforce it. 

The Cuarrman. It would be a presumption if Congress passed it, 
I imagine, and it wouldn’t be immoral. 

Mr. DrSaute. I would say if a majority of Congress passed it, the 
presumption would be that. 

Mr. Burrerr. What was that? 

Mr. DiSatue. I would say if a majority of Congress passed the act, 
it would be a presumption that it was moral, the understanding being 
that just a minority are immoral. 

Mr. Burrerr. Then what you have said here is that most of the 
packers are operating on an immoral basis ? 

Mr. DiSauie. No, I didn’t. I said many of them are. 

Mr. Burrerr. All of them who are buying choice or prime beef are 
buying it out of compliance? 

Mr. DiSatue. Not necessarily. 

Mr. Burrerr. You show me a major market where prime cattle are 
not selling above the price at which they could sell and still average 
out ¢ 

Mr. DiSatre. You could still average out. You might pay $1 or 
$1.50 more and still average out. 

Mr. Burrerr. It is not working that way. The big packers are 
operating at 50 percent of their last year’s kill and other packers un- 
der your jurisdiction are operating 1,000 percent above their kill. 

Mr. DiSaute. The large packers are buying in compliance in the 
majority of their plants across the country. 

Mr. Burrerr. How are they operating compared to a year ago? 

Mr. D1Sarxx. It varies with the packers. Some of them are op- 
erating as high as 80 percent. 

Mr. Burrerr. Would you say that the Big Four are averaging 75 
or 80 percent ¢ 

Mr. DiSatxe. I wouldn’t know what the Big Four are doing. 

Mr. Borrerr. That is all. 

Mr. Woxcorr. I think the Office of Price Stabilization interpre- 
tation is that meat is an agricultural commodity. 

Mr. DiSatixr. You asked me that question before and I never did 
get around to it. 

It is an agricultural commodity until it is slaughtered, I under- 
stand. ‘That is our interpretation. 

Mr. Woxcorr. There is an inconsistent situation here that makes it 
difficult for me to understand. If you buy beef when it is on the 
hoof and on the range and by the time it goes through the chute and 
is slaughtered it is an agricultural commodity and then immediately 
afterward, it ceases to be an agricultural commodity. That isn’t the 
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case for beans and cauliflower and everything else that is considered 
a processed product. We do not say that string beans have stopped 
being an agricultural commodity after they are put in the cans. 

Mr. DiSauxe. After it is processed, it is no longer an agricultural 
commodity. 

Grain, for instance, when it becomes bread, we do not consider bread 
an agricultural commodity. 

Mr. Wotcorr. If that is the case, the statement has been made here 
when you were here before when some cuts of beef were selling for $1 
a pound at retail and the parity of meat was at 152 percent, theoreti- 

cally you would cut the price of beef back on the range or at the 
feed lot to the extent where it would sell for only about 6624 cents or 
66 cents a pound, wouldn’t you? 

Mr. DiSauie. No; it was also the base period. We have a legal 
minimum that governs us underthe law. We have the highest between 
the base per iod and parity. 

Mr. Wo.corr. Then it is not an agricultural commodity when the 
Capehart amendment was applied to the finished beef ? 

Mr. DiSaute. The finished beef? I understand that Senator Cape- 
hart felt that it applied to manufacturers and processors, and we would 
consider a packer a processor. 

Mr. Wotcorr. Well again I guess we have got to go to the law, 

After the enactment of this paragraph no ceiling-price regulation 
applicable to the sales of manufacturers or processors of any materials 
or the charges for industrial services shall become effective which 
establishes prices for such sales and charges—and so forth. I think 
it was quite generally understood that the Capehart amendment 
applied as well to the retail price as it did to the manufacturing price. 
Senator Capehart must have put a different interpretation on it. 

Mr. DiSauuir. He didn’t think it did. 

Mr. Wotcorr. If it is not an agricultural commodity, then the Cape- 
hart amendment Would apply ? 

Mr. DiSatie. Yes. 

Mr. Wotcorr. And if it is an agricultural commodity it could be 
rolled back about two-thirds of the present price / 

Mr. DiSautie. No. On May 19 we had 90 percent of the prices. We 
have a lot of limitations in those laws. 

Mr. Wotcorr. Have you rolled back as far as it would go? 

Mr. DiSauxe. I would say we have. It was largely theoretical. 

Mr. Wo.icorr. Have you rolled back the prices of meat? 

Mr. DiSauie. Yes. In order to stay within the law, I don’t think 
and I wouldn’t want to be in violation of the law which says we must 
preserve the processors’ historical margin and also the generally fair 
and equitable one. 

When the prices of tallow and hides dropped we had to increase 
prices in order to restore the historical margin, and the law says we 
must maintain that. 

Mr. Woxcorr. In that case you apply to each particular processing 
operation your standards as to whether the prices are fair and 
equitable ? 

Mr. DiSatxie. That is right; we do. 

Mr. Wotcorr. You do not apply in that case then the items that are 
under financial hardship ¢ 
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Mr. DrSautre. We have under GPR-10, our financial-hardship 
regulation. 

Mr. Woucort. Getting down to the second one, under this proposal 
S. 2170 where it says, on page 2, line 22: 

The President shall make appropriate provision for adjustment for any such 
manufacturer or processor or seller of industrial services— 
according to your standards when is a processor or manufacturer or 
seller of industrial services in financial hardship ¢ 

Mr. DiSauixr. When he is in a loss position at any plant. 

Mr. Wotcorr. Before he enjoys financial hardship ‘ 

Mr. DiSauie. That is right. 

Mr. Wotcorr. Is that fair and equitable ? 

Mr. DiSauxe. I would certainly say under the law it was. If the 
regulation over-all is generally fair and equitable, and we find a 
majority of industry is in an average profit position and one individual 
operating under the same price is in a loss position bringing him 
to a break-even position, I would say was generally fair and equit: able. 

Mr. Woxcorr. Generally fair and equitable has been interpreted 
during World War II as the amount that Mr. Bowles and Mr. Hen- 
derson wanted to make an adjustment on and they found an oppor- 
tunity to make it and when they didn’t want to make an adjustment 
they tried to be generally fair and I tried several times to get the word 
“generally” out of the law so that they couldn’t apply it on both sides 
of the case. It is a sort of a mugwump situation for the Administra- 
tor to serve his purposes and I think we have clarified it, which to me 
creates another problem here which we have not dealt with. 

Again I think if we have some testimony as to whether industry 
generally can produce when they get down so close to a loss that they 
are being balanced upon rather delicate scales and you must throw 
them over into the loss column, before you give them any relief, and 
[ suppose that would make them hesitate before they would increase 
their production. 

Mr. DiSauue. I think if there was any error it was on the other side 
rather than standing in the way of production. 

The CuHarrman. That isall. Thank you very much, Mr. DiSalle. 

The committee will adjourn and we will meet tomorrow morning in 
executive session on 8. 2170 at 10:30 a.m. 

(Whereupon, at 1:42 p. m., the committee adjourned, to reconvene 
at 10:30 a.m., Thursday, October 11, 1951.) 

(The following letters and statements were submitted for inclusion 
in the record of the hearing :) 

EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington 25, D. C., October 9, 1951. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House of Representatives, Washington 25, D.C. 

DreaAR Mr. CHAIRMAN: In accordance with your request for my views with 
respect to S. 2170, a bill to amend section 402 (d) (4) of the Defense Production 
Act of 1950, as amended, I wish to advise you that in my judgment enactment 
of this bill would substantially assist the stabilization program in which we are 
now engaged. 

The President has urged that section 402 (d) (4) be repealed. S. 2170 would 
require, in some cases, ceilings higher than the fair and equitable ceilings pro 
vided for under the 1950 act. To this extent, the bill may have inflationary 
effects and repeal of the section would be preferable. 
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S. 2170 represents a compromise, retaining the principles of section 402 (d) (4) 
so far as consistent with removal of the serious administrative difficulties the 
section now presents. With the change the bill would make in the cost formula, 
and with the smaller number of individual applications which would have to be 
processed, I believe the new provision is workable. Furthermore, the level of 
prices under 8. 2170, though higher than the level possible under the original 
provisions of the Defense Production Act, would not be as high as those required 
under the present section 402 (d) (4). 

Accordingly, both because the provision would be workable and because it is 
less inflationary than the present law, it is my judgment that 8. 2170 is decidedly 
preferable to the present section 402 (d) (4). 

Sincerely, 
CHARLES E. WILSON. 





Economic STABILIZATION AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D. C., October 9, 1951. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. Spence: In a telephone call from London, the Administrator of the 
Economie Stabilization Agency, Mr. Eric Johnston, asked me to convey to you 
his appreciation for the decision of your committee to consider 8. 2170, the bill 
to amend section 402 (d) (4) of the Defense Production Act. 

As you know, Mr. Johnston would like to see this provision of the present 
act repealed entirely or at least revised so that a truly effective price control 
program can be maintained at the manufacturer-processor level. 

In our conversation, Mr. Johnston reiterated his belief that while S. 2170 falls 
short of giving the act the strength that he feels it needs, it would nevertheless 
go far toward removing the worst price increase and administrative difficulties 
now faced by the Office of Price Stabilization under the present law. 

He therefore asked me to express to you his sincere hope that the House Com- 
mittee on Banking and Currency and the House itself will be able to act promptly 
to complete congressional action on S. 2170 so that OPS can as quickly as possible 
get its pricing regulations into firm shape to combat the inflationary pressure 
now bearing down upon us. 

Mr. Johnston expressed the further hope that the Congress will also be able 
to act before adjournment on our recommendations for the repeal of three other 
provisions of the new law—that, is the amendment to ban the use of slaughter 
quotas, the amendment to restrict imports of fats and oils, and the amendment 
to require allowances of historical percentage mark-ups to wholesalers and re- 
tailers. 

Sincerely yours, 
RatpH D. Hetzer, Jr., 
Assistant Administrator (Operations). 


OcToBER 10, 1951. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Dear Mr. SPENCE: Here is a copy of the testimony with reference to S. 2170 
which I was prepared to give your committee, but which I was precluded from 
giving by your ruling that no industry witnesses would be heard. 

You will recall that I applied informally for an opportunity to tell our industry's 
side of the story about S. 2170 on Monday afternoon, within a few hours after 
you had announced for the first time your plans to hold hearings on Tuesday 
and Wednesday. You will recall further that on Tuesday morning I made 
formal application to be heard. You will recall that I was in Washington and 
ready to testify either Tuesday morning or Wednesday morning or Thursday 
morning. 

It is difficult for me as a businessman to understand the thinking behind 
your decision to give Mr. DiSalle the opportunity to be heard for two full 
sessions while denying industry the right to be heard at all. 
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My prior testimony before the Senate Banking and Currency Committee 
concerned §. 2092, with my statement on S. 2170 containing information not 
contained in my Senate statement but pertaining specifically to the new prob- 
lems created by the later bill. Doubtless other industries likewise would have 
new facts to present on the new bill if given the opportunity to present them. 

Because of your ban against industry testimony, I trust that, in all fairness, 
you will at least read my testimony and give it due consideration when you 
are considering in executive session whether or not to report out 8. 2170. 

Sincerely yours, 
GEORGE ROMNEY, 
Vice President, Nash-Kelvinator Corp. 


STATEMENT BY GEORGE ROMNeEy, VICE PRESIDENT, NASH-KELVINATOR CoRP. 


My name is George Romney. I am vice president of the Nash-Kelvinator 
Corp., of Detroit. I am a member of the Office of Price Stabilization Passenger 
Car Industry Advisory Committee and am otherwise concerned with my com- 
pany’s operations under the regulations promulgated under authority of the 
Defense Production Act. In fact, | have participated in all car industry meet- 
ings held by the Government on passenger car price and production controls. 

It is my understanding that these hearings are being held as a result of ad- 
ministration objections to section 402 (d) (4) of the Defense Production Act 
enacted in July, and to consider §S. 2170 which is a bill purporting to ease 
administrative procedures of that section. 

The entire record of the hearings and debate on the original Defense Produc- 
tion Act in 1950 and its extension in 1951 indicate the clear intent of Congress 
to establish specific policy standards to guide OPS in its administration of the 
price-control provisions of the act. It is perfectly clear that Congress did not 
intend to grant unlimited discretion to OPS to grant or withhold price relief 
to American industry. Yet that is exactly what 8S. 2170 would do—grant un- 
limited discretion to OPS. 

The only issue, therefore, before this committee is whether Congress intends 
to reverse itself on this basic policy. 

The intention of Congress that cost increases of industry should be reflected 
in ceiling price increases is demonstrated by provisions of the original Defense 
Production Act of 1950, the amendments of July 1951 and the July 1951 confer- 
ence report. 

Section 402 (d) (4) of the 1950 act contained this language: 

“In determining and adjusting ceilings on prices with respect to materials 
and services, he (the President) shall give due consideration to such relevant 
factors as he may determine to be of general applicability in respect of such 
material or service, including the following: Speculative fluctuations, general 
increases or decreases in cost of production, distribution, and transportation, 
and general increases or decreases in profits earned by sellers of the material 
or by persons performing the service subsequent to June 24, 1950.” (My italics.) 

The July 1951 amendment to section 402 (d) (4) specifically provides that 
upon application a seller is entitled to an increase in ceiling prices to reflect 
his cost increases between Korea and July 26, 1951. 

In the report of your 1951 conference committee this additional statement of 
intent is made: 

“This rollback amendment would permit the administration to roll back the 
price of all gougers to a fair and reasonable level but will protect the fair and 
reasonable profit of those who have merely added to their prewar prices the 
necessary and unavoidable costs of doing business which they have since in- 
curred.” (My italics.) 

Unquestionably the langugage of the 1951 act is more specific than that in the 
original act, but in my judgment the intent is the same. It is a more specific ex- 
pression of congressional intent. It is the result of your review of the adminis- 
tration of the original act incident to its expiration and extension. Surely this 
Was proper. 

OPS has deviated from the expressed intent of Congress in at least three im 
portant ways. OPS has— 

(1) Refused to recognize “necessary and unavoidable” costs in establish- 
ing regulations and ceilings. 

(2) Compelled unjustified cost absorption through unnecessary delay in 
granting relief. 
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(3) Caused distortion of normal competitive price relationships as. a 
result of arbitrary discrimination as between industries and among companies 
within an industry. 

Let me illustrate these three points by giving you some facts on the automo- 
bile orders and their effect on the automobile companies, and particularly Nash- 
Kelvinator. 

Under the most recent amendment to the Automobile Price Regulation issued 
July 7, 1951, we are not permitted to recover our “necessary and unavoidable” 
cost increases. We are not permitted to recover major material cost increases 
after December 31, 1950, with the exception of a limited class of materials upon 
which no relief is given, for cost increases after March 15, 1951. Factory labor 
costs after March 15, 1951, are completely excluded. 

In addition, the following are some of the “necessary and unavoidable” cost 
increases since Korea which are not. recognized at all: 

(a) Wage and salary cost inereases on selling, accounting, administration, 
research, and other “necessary and unavoidable” costs of doing business. 

(0) Purchase of supplies and services connected with these same essen- 
tial activities. 

(c) Rents or building maintenance expense required to house and con- 
duct such work. 

As a result, my own company has the following unjustified record of “nec- 
essary and unavoidable” cost absorption : 

Our figures show that even after taking advantage of the adjustment per- 
mitted under the revised automobile price order, Nash-Kelvinator will be re- 
quired to absorb $102.34 per car built, resulting from increased costs up to 
July 26. Since then our costs have been pushed higher by additional wage in- 
creases authorized by the Wage Stabilization Board and material price increases 
authorized by OPS. Applying only those costs incurred up to July 26 to the 
number of units built during the past 12 months, my company would absorb 
about $17,685,200. To give you some idea of the magnitude of this cost ab- 
sorption, it is more than the total net earnings, after taxes, of my company on its 
passenger car and appliance business for the same period. While discussing 
our profit record of the current calendar year, you might be interested in a 
comparison with our record during the same period of 1950. In the first 9 
months of 1950 our net earnings on our combined car and appliance business were 
$21,482,366, This compares with $12,735,054 in the like 1951 period. You will 
readily note that our total profits after taxes for the first 9 months of this year 
are about $9,000,000 less than they were for the first 9 months of 1950. This 
reduction in earnings, however, is exceeded by the cost absorption required on 
the level at which we are now absorbing “necessary and unavoidable” costs. I 
believe the above facts demonstrate the principle of cost absorption in one of 
its most reprehensible forms. 

There is another situation I believe you may be interested in—the distortion 
of competitive price relationships in the automobile industry resulting from 
arbitrary use of unlimited authority and reacting to the disadvantage of the 
smaller automobile companies. This is indicative of what could happen to the 
smaller companies in any industry. This did happen in our industry, and it 
took 10 months to correct it 

In brief, here is the story: During 1949 and the first half of 1950, most car 
companies made reductions in their prices. We reduced our prices twice. These 
reductions were from $90 to $205 on our various models. This was partly the 
result of actual cost reductions and partly in anticipation of additional cost reduc- 
tions. War shortages had largely disappeared and prices affecting costs were 
beginning to decline. With the outbreak of the war in Korea, the picture changed 
overnight. Prices and costs again began to rise. Nash and the other small 
companies introduced their new models in August and September of 1950 and 
increased their prices to cover post-Korean cost increases. Our increase was 
not as great as our previous price reduction in 1949. The Big Three—General 
Motors, Chrysler, and Ford—who for several years have sold about 85 percent 
of the passenger cars built, brought their new models out later. General Motors 
and Ford announced price increases in early December on their new models. 
‘They declared that the price increases only partially covered actual cost increases 
they had incurred since June 24, 1950. The administration challenged these 
price increases and ultimately issued an order rolling back the General Motors 
and Ford increases and freezing all car prices at the December 1 levels. Chrys- 
ler’s new models were introduced after the price freeze. The result of this 
situation was to distort badly the normal price relationship of the cars built by 
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the smaHer companies and the Big Three. Pricewise this was a temporary advan- 
tage to the smaller companies, but marketwise it was to the advantage of the Big 
Three. 

On March 1, 1951, OPS permitted all passenger-car companies to increase their 
prices by 31%4 percent. This was less than necessary to cover just additional 
factory cost increases before the freeze in car prices at December 1 levels, let 
alone factory cost increases up to March 2. Actually, costs increased sharply 
following the attempts at voluntary price control, with the result that the smaller 
cémpanies were between the pressure of rapidly rising costs, on the one hand, 
and a shift in demand to the underpriced Big-Three-produced cars, on the 
other. The 314-percent adjustment across the board continued the price distor- 
tion initiated by the exercise of the unlimited discretionary power despite the 
provisions of the Defense Production Act of 1950. This distortion put the smaller 
companies at a marked disadvantage and will continue to affect their competi- 
tive position for sometime to come. 

At the only meeting held to date of the passenger-car industry advisory com- 
mittee on July 10, 1951, this threat to the future of the small companies was 
the main subject of discussion, even though it was not on the agenda for the 
meeting proposed by OPS. On July 18, following a conference with Mr. DiSalle, 
I said the following in a letter I wrote him: 

“Above all, take action adequate to wipe out the price distortion that is jeop- 
ardizing the competitive future of the smaller companies. Relief from higher 
costs is secondary at this time * * 

The following is taken from the statement of considerations issued by OPS in 
explanation of its September 7, 1951, revision of the passenger-car order : 

“The Director of Price Stabilization is of the judgment that this revised regu- 
lation, which adapts the techniques of CPR 30 (pre-Korea prices plus increases 
in labor and material costs) to the passenger-automobile industry, solves the 
problem of distorted price relationships and yields more equitable results.” 

It also contains this substantiating statement: 

“This regulation provides the automobile industry with a regulation assuring 
more nearly normal price relationships.” 

OPS required 9 months to correct this inequity. This injustice is indicative 
of how unlimited discretionary power can be exercised. Again, if such a result 
can occur in the automobile industry, it can happen in any industry, and Con- 
gress should supply protection from such use of unlimited discretionary power. 
I believe it was due to such administrative results under the old act, that Con- 
gress made its intentions more specific in section 402 (da) (4) of the new act. 
The language of this act would require price adjustments based on “necessary 
and unavoidable costs of doing business” not now recognized by OPS, but it 
would not eliminate cost absorption resulting from delay in issuing price ad- 
justments, nor would it eliminate cost absorption resulting from increased costs 
of any type subsequent to July 26, 1951, except in hardship cases where com- 
panies are already losing money. If relief is as slow in such cases, I am afraid 
there will be high mortality among companies and taxpayers. 

The administration objected to the language of section 402 (d) (4) on the basis 
that it is difficult, if not impossible, of administration. Based on my reading of 
the testimony presented by Messrs. DiSalle, Wilson, and Johnston to both the 
Senate committee and the House committee, they have only asked you to simplify 
and clarify the administration of section 402 (d) (4) because of difficulties they 
see in accurately distributing overhead expenses and handling price-adjustment 
applications on an individual company basis. As far as I can detect, everyone is 
in favor of making this law as administratively workable as possible, for sup- 
porting the simplification of administration is equivalent to being against sin. 
To the extent that 8. 2170 will simplify the administrative responsibilities, we are 
in favor of it. I do not question directly or indirectly any language in S. 2170 
that will clarify and improve the workability of this section. However, with the 
exception of the elimination of provision for individual application for price 
adjustments (and these are not eliminated in the case of hardship), I do not see 
any essential administrative differences between section 402 (d) (4) and S. 2170. 

While the ostensible purpose of S. 2170 is simplification of administration, its 
most important aspect is that it would put the congressional seal of approval upon 
OPS continuing to exercise unlimited discretionary authority. The only limita- 
tion requires adjustment in the case of financial hardship, but this requirement 
adds nothing new to the Defense Production Act because similar language has 
been in the law since it was originally enacted in 1950. The basic question before 
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the committee is this: Does the administrative clarification and discretion re- 
quested with respect to general overhead costs also merit congressional approval 
of the continued exercise of unlimited discretionary power in a discriminatory 
and arbitrary manner? 

I believe a quick review of the cost exposures of manufacturers and processors 
will make the importance of this point apparent. Under the present automobile 
price order (CPR 1) and the general manufacturing price orders (CPR 30 and 
CPR 22) manufacturers and processors are required to absorb all OPS approved 
material cost increases since March 15, 1951, and most material cost increasts 
since December 31, 1950. Furthermore, they are required to absorb all Wage 
Stabilization Board approved labor cost increases since March 15, 1951. Even 
under section 402 (d) (4) of the present act, manufacturers and processors 
could be required to absorb cost increases occurring after July 26, 1951. Since 
July 26, 1951, wages have been increased under the cost-of-living adjustment ; 
lead and zine prices were recently raised 2 cents a pound as a result of OPS 
action; currently under consideration is an increase in the price of copper; and 
looming on the horizon is a steel break-through of the wage formula coupled 
with higher steel prices. There is no provision for price adjustments to recover 
these governmentally approved cost increases under the provisions of either 
section 402 (d) (4) or S. 2170. Under 8S. 2170, OPS would not be required to 
modify any current regulation or price ceiling. The financial hardship provision 
provides no protection. Such hardship has been interpreted by OPS to mean a 
company operating at an actual loss. The mortality rate among such companies 
will be high on this basis because of the time required to establish the need and 
obtain relief from OPS. 

Gentlemen, the high degree of cost absorption required under existing OPS 
regulations and price ceilings, all of which could be continued under S. 2170, 
threatens the national-defense program and our national solvency. Mr. DiSalle 
has testified that he was using the power you have granted to extend price relief 
on a blood-transfusion basis. That means granting relief only when the patient 
is sick. Can sick companies produce the higher volume of goods we need for a 
guns-and-butter economy? I know the danger of this pholosophy because I almost 
lost my wife recently, despite a blood transfusion. 

The Government is asking that plant space and working capital necessary for 
the production of armaments be provided primarily by American industry. In 
the case of ny own company, we are investing about $10,000,000 in new plant 
space and will require approximately $30,000,000 in working capital to organize 
the production called for by our aircraft engine defense contract. It will be 
sometime in 1953 before we will have earnings on our defense production and 
it will be much later before these earnings will offset any substantial portion of 
the reduction in earnings or loss resulting from the curtailed volume of civilian 
output. How much further car production will be curtailed is still not clear. 
But under either section 402 (d) (4) or 8. 2170 OPS is not required to permit 
price adjustments to cover higher costs resulting from lower volume. 

Protits per dollar of sales in the automobile industry have dropped precipitously 
during the past 12 months. This means that automobile companies and most 
other industries will pay substantially lower taxes in the future. This decline 
in national revenue must either be met by additional or new forms of taxation 
or by further deficit financing. The enactment of an anti-inflationary policy 
that seeks to place the major impact of inflation exclusively upon the profit 
margins of industry producers will in the end prove to be destructive since it is 
the efforts of industry producers upon which our Nation is depending to defeat 
both our enemy and inflation. 

It is not my purpose to suggest a pricing policy that will provide protection 
from inflation for manufacturers and processors equal to that enjoyed by other 
major economic groups, nor am I suggesting any type of cost-plus formula, 
Under both the present act and S. 2170 manufacturers and processors will have 
lower profits. 

Under either one industry will be required to absorb an indeterminate amount 
of present and future costs resulting from 

(1) The time lag in making congressional intent effective and OPS regu- 
lations operative. 
(2) Increases in “necessary and unavoidable” costs since July 26, 1951, 
the cut-off date fixed by the present law. 

(3) Additional governmentally approved cost increases that Mr. Wilson 
and others have forecast for the future. 

(4) Additional cost increases resulting from future wage increases under 
our flexible national wage policy. 
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I believe that retarding the inflationary spiral is essential to the accomplish- 
ment of our national objectives. As a businessman I want business to make its 
contribution toward these objectives. Consequently I am not asking that my 
company or other manufacturers or processors be perinitted to adjust prices 
to cover every penny, every dolar, or every million dollars of cost increases. As 
I have already pointed out, my own company is currently absorbing $102 of 
increased costs on every car produced. On the basis of our production for the 
past 12 months that amounts to $17,685,000. On the reduced volume expected 
for the next 12 months we will have a much higher rate of cost absorption per 
unit. What I am saving is that the national interest requires an end to the 
arbitrary exercise of unlimited discretionary power that is denying manufac- 
turers and processors price adjustments covering material and labor factory 
cost increases since the early part of this year—increases which are a conse- 
quence of Government action either in the form of materials price adjustments 
or wage adjustments. 

In my reading of the testimony of Messrs. DiSalle, Wilson, and Johnston, I find 
nothing to indicate any question on their part as to the administrative feasibility 
of regulations and price ceilings covering increases in material and labor factory 
COSTS. 

Consequently, Iam willing to see them granted what they ask; namely, admin- 
istrative simplification and discretionary authority in granting price adjustments 
to cover increases in general overhead costs, but that you require adjustments 
to cover actual Cost increases since the commencement of the Korean war in 
material and labor factory costs. This can be done by a simple amendment to 
S. 2170, thus retaining the language proposed by the administration for the 
purpose of simplifying administration. 

I am not asking that my company or other companies be protected from serious 
risks confronting us—risks the magnitude of which are not adequately appre- 
ciated. Gentlemen, in all seriousness, unless the spiraling increase of material 
and wage costs is stopped, the entire earnings of large segments of American 
industry could be completely eliminated before the expiration of the present 
Defense Production Act in June of next year. What assurance is there under 
present national wage stabilization procedure and policy that there will not be 
upward wage adjustments of a magnitude sufficient to eliminate present reduced 
earnings entirely? Yes; and what evidence is there that our national program 
to combat inflation will be broadened beyond these secondary points of control 
to the control of the money supply itself and the Government spending that is 
producing additional purchasing power at the very time shortages are being 
created. Yet, under S. 2170 OPS need take no action prior to the complete 
elimination of earnings. If S. 2170 becomes law I am certain that before the 
expiration of the Defense Production Act next June you will have sick companies 
throughout the country demanding more relief from cost increases than I am pro- 
posing at this time. By passing it you will make necessary the reconsideration of 
this whole situation at that time. 

Industry will be exposed to large risks because it could be required to absorb 
an unknown part of all overhead cost increases under the discretionary authority 
I am willing to accept for OPS in this area. Furthermore, under the present 
act or 8S. 2170 it could be required to absorb all increases occurring after July 
26,1951. My plea is that you prevent an arbitrary squeeze on American industry 
that will deprive it of the vitality necessary to discharge its combined defense 
and civilian production responsibilities. The very least that should now be done 
is to require that OPS authorize price adjustments covering material and labor 
factory costs increases at least up to July 26, 1951. American industry faces its 
greatest challenge and task. It is making more than its contribution in defeating 
inflation. Do not require it at the same time to make not only its own contribu- 
tion, but that that should be made by other major economic groups. If you do, 
you are endangering the future of every American. 





OcroBeP 10, 1951. 
Hon. BRENT SPENCE, 
Chairman, House Committee on Banking and Currency, 
Washington, D.C. 
Mr. CHAIRMAN AND MEMBERS OF YOUR COMMITTEE: My name is Gibbs L. Baker, 
attorney at law, with offices in the Shoreham Building, Washington, D. C. It is 
requested that this two-page statement and the attached letter to the Office of 
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Price Stabilization be made a part of the record of your hearings on 8, 2170, and 
the so-called Capehart amendment to the Defense Production Act of 1950. 

I represent a small, well-established business, Chas. Niedner’s Sons Co., 10-20 
James Street, Malden, Mass., which has for more than 50 years manufactured 
only one product, namely, unlined linen fire hose. It is apparently the only 
exclusively domestic manufacturer of linen fire hose, and produces about 40 
percent of the linen fire hose in the United States. It is understood that the 
Munitions Board has classified linen fire hose as an essential item and the flax 
fiber and yarn as essential imports. Since flax yarn has been in short supply the 
prices for imports thereof have skyrocketed. 

As pointed out in the attached statement, dated September 19, 1951, filed 
with the Senate Committee on Banking and Currency, Niedner is being forced 
under present ceiling prices to operate at a loss due to substantial increases in 
its costs as defined in the Capehart amendment. Since April 1951, Niedner has 
sought relief from OPS where it established a meritorious case, but that agency 
has not acted on account of alleged impediments discussed in the attached copy 
of a letter dated September 29, 1951, to Mr. Leo H. McCormick, OPS Special 
Assistant for Small Business. 

It was understood that the difficulties in the way of OPS granting relief were 
removed by the Capehart amendment. However, OPS has done nothing in that 
regard since it is apparently waiting for substantial changes to be made in 
the Capehart amendment, i. e., enactment of S. 2170. Unless there is a basic 
change in OPS policy it is not believed that S. 2170 will afford small business 
the equitable results intended by the Congress since many small businesses, such 
as Nieder, do not fit into industry patterns established by OPS. 

S. 2170, in addition to restricting costs as defined in the Capehart amendment, 
also changes the limitations on lowering of ceiling prices from an individual 
business aplication to an industry level proposition, and thus seems bad for busi- 
nesses, particularly small businesses, which do not fit into industry patterns. 
Although S. 2170 provides that the President shall make adjustments pursuant 
to increased costs in particular cases where ceiling prices result in financial 
hardship, it does not define what constitutes financial hardship. From Niedner’s 
experiences thus far, OPS does not seem to recognize hardship until a manufac- 
turer loses money, and then OPS is only prepared to give relief under GOR 10 
which provides at best for maximum adjustment of ceiling prices to a break-even 
point, with no proft. Since a business should be permitted to make a reason- 
able profit, the financial hardship condition in S. 2170 should be eliminated. 

The resources of small businesses are generally limited and it is therefore 
important that they obtain adequate relief quickly. Consequently it is hoped 
that OPS will very shortly put into effect the applicable provisions of the Cape- 
hart amendment and then any amendment thereto will permit each and every 
manufacturer to obtain, without delay, as a matter of right, increases in ceiling 
prices to subsequent necessary and unavoidable increases in cost of manufaec- 
ture. 

Respectfully submitted. 

CHAS. NIEDNER’S Sons’ Co. 
By Giges L. BAKER, Attorney. 


SEPTEMBER 29, 1951. 
Re Chas. Niedner’s Sons Co. 
Mr. Leo H. McCormick, 
Special Assistant for Small Business, 
Office of Price Stabilization, Washington 25, D.C. 

Dear Mr. MoCormick: Pursuant to our conference on September 25, I conferred 
at length with Mr. Lowenstein, acting division counsel, Consumer Durable Goods 
Division, and other officers of the Division, including Mr. Randolph, Chief of the 
Hardware and Accessories Branch. 

I presented reasons for believing that our problem and those of other manu- 
facturer-importers are largely due to the unjustified exclusion of manufacturer- 
importers from CPR 31 on imports. Since Niedner has to come under CPR 22, 
I urged in all justice that CPR 22 be amended so as to advance the material 
cost adjustment cut-off date from March 15, 1951, to July 26, 1951, for domestic 
manufacturers of linen fire hose in respect to necessary and unavoidable in- 
creased costs of imported flax yarn out of which linen fire hose is made, for the 
following reasons: 

1. Domestic production of linen fire hose is necessary to our national 
security. 
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2. Linen fire hose is made solely out of suitable flax yarn of which the 
domestic supply is very inadequate. 

3. Adequate domestic production of linen fire hose necessitates substantial 
imports of suitable flax yarn. 

4. Prices for the foreign flax yarn are uncontrolled and have increased 
about 50 percent since December 1949, of which half the increase has occurred 
since March 15, 1951. 

5. Domestic manufacturers of linen fire hose, having to use substantial 
quantities of imported flax yarn, cannot absorb the increased cost thereof. 

The officials in the Consumer Durable Goods Division pointed out that the- 
matter of CPR 31 is outside their jurisdiction, and that relief under CPR 22 must 
be on an industry basis. They would not recognize as an industry problem the 
uncontrolled and greatly increased flax yarn prices which must be paid for the 
imported material, unless and until an industry survey is made establishing 
Similar hardship in respect to other users of imported flax yarn. Since there is 
no industry association to collect and submit pertinent data in this regard, OPS 
would have to institute an industry survey which would involve clearance with 
the Bureau of the Budget and other complications. Furthermore it is doubted 
that an industry survey would be worth while in this case because of the very 
mixed character and limited number of domestic manufacturers of linen fire hose 
(Niedner being apparently the only exclusive manufacturer of linen fire hose) 
and the innumerable complications involved in attempting to group various 
processors of flax yarn. 

At the request of OPS officials, Niedner will submit in a few days financial 
statements on its operations going back through the year 1946. At the same 
time it will apply for the partial stop-gap relief provided in GOR 10. It is 
therefore hoped that OPS will soon put into effect the provisions of the Capehart 
amendment which should remedy the situation. 

As things are now OPS does not seem willing and able to make limited ad- 
justments for separate businesses. Since many small businesses do not fit 
into industry patterns but require particular treatment, OPS should be prepared 
and ready to grant adequate relief where merited in individual cases. In this 
connection apparently OPS has issued only GOR 10 which at best provides for 
relief up to break-even point, with no profit. Obviously this is good only for 
temporary relief and should be closely followed by adequate relief as provided 
in the Capehart amendment. Generally the resources of small businesses are 
limited and it is therefore important that they obtain adequate relief quickly. 

S. 2170 recently introduced in the Congress and embodying the recommenda- 
tions of the Senate Committee on Banking and Currency, not only restricts 
costs as defined in the Capehart amendment, but also changes the limitations 
on lowering of price ceilings from an individual business application to an 
industry level proposition. This latter change would seem bad for businesses 
which do not fit into industry patterns, which is often the case in respect to 
small businesses. S. 2170 does provide that the President shall make adjust 
ments for certain increased costs in particular cases where ceiling prices result 
in financial hardship, but this adds another condition to obtaining adjustment 
for necessary and unavoidable cost increases and involves determination of 
what constitutes financial hardship. These undesirable features are not in 
the Capehart amendment. 

It is therefore hoped that OPS will very shortly put into effect the applicable 
provisions of the Capehart amendment, and that any amendment thereto will 
permit each and every manufacurer to obtain without delay, as a matter of right, 
increases in ceiling prices for subsequent necessary and unavoidable increases 
in cost of manufacture. 

I am talking the liberty of sending copies of this letter to others who are con- 
cerned with the problem. Thanking you for your consideration and continued 
interest, I remain, 

Cordially yours, 

Gisss L. BAKER. 


SEPTEMBER 19, 1951. 
Hon. BurNet R. MAYRBANK, 
Chairman, Senate Banking Committee, Washington, D. C. 

Mr. CHAIRMAN AND MEMBERS OF YOUR COMMITTEE: My name is Gibbs L. Baker, 
attorney at law, with offices in the Shoreham Building, Washington 5, D.C. It 
is requested that this statement be made a part of the record of your hearings on 
the so-called Capehart amendment to the Defense Production Act of 1950. 
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I represent Charles Niedner’s Sons Co., 10-20 James Street, Malden, Mass., 
which has for more than 50 years manufactured only one product, namely, unlined 
linen fire hose. Although there are three or four other domestic manufacturers 
of linen fire hose, Niedner produces about 40 percent of the linen fire hose in the 
United States. It is understood that the Munitions Board has classified linen 
fire hose as an essential item and flax fiber and yarn as essential imports. Since 
flax yarn has been in short supply the prices for imports thereof have skyrocketed. 

Niedner is a small, well-established manufacturing concern which is being 
forced under present ceiling prices to operate at a loss due to substantial increases 
in its costs as defined in the Capehart amendment to the Defense Production Act 
of 1950 (subsee. (d) of sec. 402 of the Defense Production Act of 1950 as amended 
by sec. 104 (e) of Public Law 96 approved July 31, 1951). Since April 1951 
Niedner has sought relief from the Office of Price Stabilization where it estab- 
lished a meritorious case, but that agency has not acted on account of alleged 
impediments which are understood to have been removed by the Capehart amend- 
ment. Now OPS is apparently waiting for substantial changes to be made in the 
Capehart amendment. However, many manufacturers such as Niedner, in order 
to stay in business, must be allowed to increase their ceiling prices so as to cover 
corresponding increases in costs, as now provided in the Capehart amendment, 
and they should not be denied merited relief by OPS because their particular 
problems do not necessarily involve others in the same industry. Many small 
businesses cannot properly be regulated on an industry basis unless there is 
ample provision that unwarranted hardships be resolved on an individual basis. 

Unlined linen fire hose manufactured by Niedner is the hose which you see 
racked up and ready for use in practically all public buildings, manufacturing 
plants, warehouses, lofts, office buildings, apartment houses, department stores, 
hospitals, etc. It is also needed by Federal and State conservation and forestry 
services, the Army, Navy, and Air Force, the merchant marine, railroads, and 
airlines. It is light, dependable, and economical. The other type of fire hose, 
namely, cotton rubber lined, is a heavy, high-pressure hose generally used by 
trained fire departments. Both types of fire hose have their particular necessary 
uses in fire fighting. 

Unlined fire hose is made entirely from flax. It is so woven that when water 
flows through it, the flax of which it is made swells up closing all pores except 
for our military needs, and our civilian defenses, forestry services, and the public 
thus helps to prevent fire or heat from burning holes in it. This makes linen 
fire hose particularly necessary in fighting forest fires and other conflagrations 
where hose has to be run over smoldering and hot areas. 

The domestic fire-hose industry is very important to our national security and 
defense, although it is small in size. Such can be appreciated from the important 
part which linen fire hose plays in fire fighting. The last war really showed the 
necessity of having an ample and efficient fire-hose industry in the United States. 
Imported linen fire hose was almost nonobtainable. The same was true of cotton 
rubber-lined hose. The United Kingdom supplies practically all linen fire hose 
to other parts of the world, and in another war we would not only be cut off from 
such sources of import, but would doubtless have to supply in addition to our own 
needs, those of our allies. Moreover during the last war when we had only our 
own requirements to meet, our domestic production which was about double what 
it is today as shown by the following approximate figures, was hardly sufficient 
for our military needs, and our civilian defenses, forestry services, and the public 
had to be neglected. Luckily we were not bombed, but in another war we un- 
doubtedly will be bombed and will have wholesale conflagrations with which to 
deal. 

Linen fire-hose manufacture in United States 


Volume | Volume 

(pounds) | (pounds) 
1941 pew? A Le aes ee 8 ES ; einen LE ee ALE TS 623, 488 
1942 i dy ee ee et. ALIS NAGA ain NO NE WP 693, O70 
IN a ts css tem sic deisel 1, 733, 580 | 1948 Oe gs Se EE be 715, 588 
1944 See emer a epee ie ie ae 724, 273 
1945 , cuss sitesincams “OR, eet teu0 a pi ee See Se 


1 Estimated. 

Domestic manufacturers of linen products are largely dependent on imports 
of flax in one form or another. The principal suppliers are the United Kingdom 
and the low countries of Western Europe. Some flax fiber is grown in the United 
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States, but it is only a very small fraction of our needs and the quantity suitable 
for linen fire hose is negligible. Niedner has to import almost all of its material 
requirements in the form of flax yarn. The prices therefor which are not con- 
trolled by the United States have increased over 50 percent since December 1949, 
of which increase about half has been since March 15, 1951. In order to obtain 
deliveries, Neidner has had to place its orders 6 to 12 months in advance, with 
prices to be set by the foreign suppliers generally about 3 months after the order 
is placed. 

Since Niedner obviously could not absorb such large increases in material costs, 
it sought relief from OPS commencing in April of this year. As a manufacturer- 
importer, Niedner believes that it should come under CPR 31 wherein CPS 
recognizes that the prices of foreign suppliers are uncontrolled, and therefore 
permits current cost adjustment to base ceiling prices on imports. However 
in CPR 31 importers are defined as wholesalers, retailers, and processors who 
do not change the character of their imports. Thus manufacturer-importers are 
excluded from the benefits of CPR 31 although the same considerations should 
apply to them as to other importers. Moreover manufacturer-importers are an 
important group of importers who not only account for a large portion of the 
total volume of imports, but are also important to our economy since they take 
imported material and employ American labor to fashion it into goods for our 
domestic markets. Nevertheless manufacturer-importers are relegated to CPR 
22 with a March 15, 1951 cut-off date for ceiling price adjustment on account of 
increased costs of imported materials. 

Since the mandatory date for filing under CPR 22 has been postponed from 
time to time Niedner has remained under general ceiling prices in order to avoid 
further losses it would have to suffer under CPR 22 unless it is granted relief. 
In the latter regard a formal petition for relief was filed by Niedner on June 19, 
1951 (OPS Docket No. 2022-7-P) and was referred to the Durable Goods Division, 
Hardware and Accessories Branch. All pertinent and requested facts and figures 
were furnished, and-a number of conferences were had. OPS took the position 
that Niedner was not yet under CPR 22 although it will be required to come 
thereunder, and that the relief provisions of CPR 22 are not available to an indi- 
vidual manufacturer. Therefore OPS suggested that Niedner apply for relief 
to GOR 10, which is inadequate since the relief thereunder is conditioned upon 
price ceilings of other manufacturers and at best cannot exceed a break-even 
point with no profit. 

The Capehart amendment apparently removed the above-mentioned obstacles 
to relief by providing for individual adjustment to base period prices for increases 
and decreases in costs through July 25,1951. It is only right that present ceiling 
prices which are determined separately for each business should be adjusted 
on an individual business basis to prevent undue hardship caused by substantial 
increases in costs since the period upon which the ceiling prices are predicated. 

Accordingly on August 23, 1951, Niedner filed a further petition with OPS 
for relief under the provisions of the Capehart amendment. It furnished there- 
with detailed facts and figures in support thereof, which showed increases in 
costs since the base period. It has only received an acknowledgment from OPS 
dated September 12, 1951, saying, “Please be assured that your communication 
Will receive expeditious handling. A reply to your petition will be forthcoming 
as soon as possible.” On inquiry it appears that nothing will be done at OPS in 
that regard until new regulations are issued and that such regulations will prob- 
ably not be issued until after the Administration’s proposals to change the Cape- 
hart amendment have been acted upon. Meanwhile, Niedner and other businesses 
are not being provided sorely needed ceiling price adjustments as prescribed by 
law. 

It is therefore urged that the Congress not change the individual cost adjust- 
ment provisions of the Capehart amendment except to provide that the July 25, 
1951, cut-cff date for adjustment be moved forward from time to time so as to 
permit adjustment for current costs, and that if a business applies to OPS with 
supporting facts and figures for adjustment under the Capehart amendment and 
OPS does not deny the same within 30 days for good and sufficient cause, the 
adjustment applied for shall automatically become effective. 

Respectfully submitted. 

CHAS. NIEDNER’S Sons Co., 
By Grines L. Baker, Attorney. 
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STATEMENT OF NATIONAL ASSOCIATION OF MANUFACTURERS 


The National Association of Manufacturers believes that price controls are 
intensifying and complicating the economic problems confronting the Nation, 
rather than solving them. 

The question has been raised whether the so-called Capehart amendment, 
approved overwhelmingly by the Congress, or the administration amendment 
contained in S. 2170 would be most effective and equitable to industry and to 
the public. 

This association believes that S. 2170 would be harmful to the national defense 
effort and would not have any constructive effect in turning back the forces of 
inflation. 

The Capehart amendment, recognizing total manufacturing costs, authorizes 
the inclusion of all cost increases or decreases up to July 26, 1951, in establishing 
price ceilings, and permits price roll-backs only after these changes in costs have 
been taken into consideration. 

The present administration substitute, on the other hand, would largely nullify 
the specific provisions of the Capehart amendment to the Defense Production 
Act of 1950, as amended. It would eliminate the mandate to adjust ceiling prices 
for cost changes, except in cases of financial hardship. Furthermore, even in 
eases of hardship the adjustment is required to be made only “to the extent 
necessary to relieve such hardship.” 

S. 2170 would substitute for affirmative price relief only the financial hardship 
type of relief. The bill does not give a definition of financial hardship but it 
is evident that it means a company nrust be in a loss position before relief would 
be considered. That is the standard of relief in OPS General Overriding regu- 
lation 10. It is evident that OPS is determined to stick to that standard despite 
the clear intent of Congress to the contrary. 

S. 2170 would give the Office of Price Stabilization the most extrordinary 
latitude in determining the level of prices, paving the way for numerous unsound 
and arbitrary dictates by officials of that agency. 

Since price relief generally would no longer be mandatory but only per- 
missive under S. 2170, the bill’s definitions of allowable costs lose most of their 
applicability and significance. Not to be found in this bill is the provision in 
existing law which states that “upon application and a proper showing of costs 
by any person subject to a ceiling price, the President shall adjust such ceiling 
price in the manner prescribed * * *,” 

Furthermore the cost definitions in S. 2170 are severely weakened by such 
vague and uncertain qualifying terms as “necessary and unavoidable costs,” 
“a reasonable allowance,” and “properly allocable.” 

These qualifying terms mean different things to different people. They leave 
too much room for misunderstanding, confusion, and abuse. They are sure to 
counfound both the OPS and businessmen if an attempt is made to use these vague 
terms as a guide. 

Who can prove which costs are “necessary and unavoidable” and to what 
extent? In the case of material costs, for example, who can say for each item 
purchased whether the price was the lowest obtainable anywhere, whether 
the item was absolutely necessary, or whether a cheap substitute could have been 
obtained? Only the answers to such questions could show whether the material 
costs were unavoidable. 

In the case of labor cost, who can say whether every worker’s job was ab- 
solutely “necessary” and every hour’s work was “unavoidable” ? 

Who is to decide what is a “reasonable allowance” for advertising and for 
Selling and administrative expenses, except by a proper showing of costs by an 
individual applicant? Here, indeed, arbitrary decisions could be harsh and far- 
reaching if made without due examination of the facts in each case. 

Moreover, the administrative problem of allocating overhead expenses remains 

5. 2170 under the general heading of costs which are “properly allocable to 


” 


in 8. 
the production and sale of the materials sold by the manufacturers and proc- 
essors or the charges for industrial services.” 


COST INCREASES AFTER JULY 26, 1951, NOT ALLOWED 


2170 contains a cut-off date of July 26, 1951, for cost increases, the same 
date that is specified in the Capehart amendment. 

The use of a cut-off date puts a very definite limit upon the amount of cost 

adjustment that can be allowed. No account is taken of any cost increases 
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beyond that date, such as labor cost increases resulting from the Wage Stabili- 
zation Board’s cost-of-living formula. 

Consequently past events have long since determined the limit of such adjust- 
ments. As time passes such adjustments become less significant and increas- 
ingly unrealistic. 

Even under the existing Capehart amendment, by the time individual applica- 
tions are prepared and submitted to OPS, many further cost increases will have 
occurred beyond the cut-off date, but these will be ignored. 

It is a fact that prior to the Capehart amendment cost-increase allowances 
were already in effect on materials costs up to the start of 1951 and on direct 
labor costs up to March 15, 1951. The Capehart amendment moved those limits 
only up to July 26, 1951, and included indirect and overhead costs. 

The Capehart amendment, if fairly interpreted and put into regulatory form, 
would have a stabilizing effect in that it would end much of the uncertainty which 
has plagued manufacturers in regard to their price ceilings. The Capehart 
amendment spells out definitely what are allowable costs and gives industry a 
reasonable assurance that the “rules of the game” will not be changed by arbitrary 
action of a Government agency. 


PRICE ROLL-BACKS 


OPS has given every indication that it would administer the provisions of 
S$. 2170 in a manner which would not permit industry to recoup all legitimate 
cost increases. For example in CPR 22 X, a tentative regulation designed to put 
into effect the Capehart amendment, many legitimate overhead costs are dis- 
allowed and it is so difficult to calculate those that are allowed that manufacturers 
who have seen the order contend that for all practical purposes it is little better 
than the original which flid not allow any overhead costs. 

Testifying before the Senate Banking and Currency Committee on August 30, 
1951, Mr. Michael V. DiSalle, Director of the OPS, defended the OPS’s cost 
absorption theory. He stated in part that “business has practiced cost absorption 
for years” but failed to point out that such absorption has not been achieved 
through the elimination of profits but through increased efficiency and productiv- 
ity. Such increases in efficiency and productivity result from large investments 
in new machines and new plants. 


EFFECT ON PLANT EXPANSION PROGRAMS 


It is obvious that prices must reflect legitimate costs or else companies could 
not long stay in business. If instances of chiseling or gouging come to light the 
Capehart amendment, if properly administered, provides adequate protection to 
the public. Inadequate profit margins would seriously threaten plant expansion 
which is needed in the long-range defense effort. Such increased production is not 
only required for our defense effort but is also needed to put a brake on inflation. 
In recent years business has had to rely heavily on retained earnings to finance 
plant expansion programs. 

It is estimated that business will have to spend $25 billion for plant and 
equipment in 1951 as compared with $18% billion in 1950. If a further drain 
on profits is to occur as a result of the cost absorption theory of OPS, how will 
the capital expansion program so vital to the defense effort be met? Will cor- 
porations be forced to forego in part their plans for expansion of plant and equip- 
ment? Will their only alternative be to resort to a large volume of debt 
financing with a consequent inflationary pressure on the economy? Or will 
the net result be that proponents of Government-owned manufacturing plants 
will be successful in their quest for the powers and funds to carry out their 
programs? 

If S. 2170 became law is is evident from OPS regulations and policies that 
legitimate increases in overhead costs since Korea would not be considered in 
adjusting price ceilings. Such cost increases are just as real as direct cost 
increases. In this connection it must be remembered that the wage-stabilization 
program, which is designed to permit wage increases, will result in certain in- 
creases in overhead cost as well as-direct costs. Overhead costs in some in- 
dustries are several times those of direct material and labor costs. It is true 
that overhead costs per unit tend to decline in periods of marked sales and 
production increases but such a situation has not prevailed for all industries 
since Korea. In fact in some industries, particularly in the consumer curable 
goods field, substantial decreases in volume have been recorded. 
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PROBLEMS OF ADMINISTRATION 


OPS has grossly exaggerated the administrative problems arising out of 
section 402 (d) (4) of the Defense Production Act. Even if these problems 
were as formidable as OPS says, which is not true, S. 2170 does not solve any 
administrative problems nor clarify the language of the existing act. 

Mr. DiSalle objected to section 402 (d) (4) of the current Defense Production 
Act on the grounds that the use of individually computed prices would block the 
application of broad techniques of price control. This statement does not carry 
the ring of conviction. After all, the OPS announced on several occasions since 
early 1951-—and prior to passage of the Capehart amendment—that its next major 
objective would be specific individual dollars-and-cents price ceilings. 

What OPS is asking is an opportunity to return to that arbitrary objective 
without being obliged to adjust each price on the basis of actual increases in 
total costs. 


ALLOCATING OVERHEAD EXPENSES 


OPS complains about the difficulties of allocating overhead expenses to differ- 
ent products yet such allocation has been achieved with great skill in large con- 
cerns. and they need only be required to continue their usual practice in this 
respect. 

As for small concerns with inadequate costing systems, the OPS has already 
suggested tentatively a possible solution which is to prorate overhead in pro- 
portion to the sales of each product. It is obvious that in no case can the alloca- 
tions total more than 100 percent of the actual overhead. 

It is not necessary to abandon the Capehart amendment because of the cost- 
accounting problem. This problem, for example, has been met adequately by 
the procurement agencies of the Armed Forces and by fhe Renegotiation Board. 

To repeat, the Capehart amendment does not block the use of broad techniques 
of price control. In fact, section 402 (d) (4) as a whole definitely calls for the 
use of broad techniques and general regulations—which to date have been very' 
slow in coming. 

The Capehart amendment supplements the broad techniques and takes some 
of the sting out of the preemptory general regulations. It also tends to prevent 
the imposition of purely artificial and arbitrary dollars-and-cents ceilings. 


ELABORATION OF PRICE CONTROL LEGISLATION 


The elaboration of price-contro]l legislation conceivably could go on con- 
stantly and indefinitely, fanning out into more and more amendments and 
changes with profoundly disconcerting and confusing effects upon the business 
and economic structure. 

The Congress can write many laws on the books and the governmental agencies 
ean write thousands of regulations, but there is no substitute for the flexi- 
bility and resourcefulness of the competitive price system. 

Industry, as this association pointed out in its previous testimony before 
this committee, recognizes inflation as the greatest economic hazard of the 
defense program. It knows, however, that economic stability can be achieved 
only by eliminating the causes of inflation and not by controlling its symptoms. 
Price controls as is well known deal only with symptoms. What is needed is 
a program that will deal effectively with the features that influence production 
and prices. Specifically, we propose: 

1. Through effective use of the powers of the Federal Reserve System, the 
private credit system can be prevented from contributing to further inflation. 
The Federal Reserve System must maintain supervision and direction of the 
money and credit system and use the interest rate and whatever other available 
powers are necessary to restrict credit. 

2. Through a serious program of economy, Government expenditures must 
be held to the minimum necessary for meeting the present emergency. 

3. The total cost of the military program, as well as other Government ex- 
penditures, must be covered by taxes. 

4. Taxes imposed to cover expenditures must curtail spending—not savings 
and investments. This means that the program must be financed largely 
through broadly based consumption taxes. It must not be financed in such 
a manner as to siphon off funds which are essential to the expansion of pro- 
duction facilities. 
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AMERICANS FOR DEMOCRATIC ACTION, 
Washington, D. C., October 11, 1951. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington, D. C. 

Dear Mr. CHAIRMAN: I am writing you today to present the view of Americans 
for Democratic Action on the question of revision of section 402 (d) (4) of the 
Defense Production Act of 1950, as amended. I hope you will make this letter 
a part of the proceedings on this question. 

The ADA believes that the amendments to title IV of the DPA by the Congress 
in July of this year are universally contrary to the interest of the American 
consumer and will not work to halt further inflation. 

This summer business sent its representatives to Washington on a crusade 
to kill price control; and despite record profits after taxes, the basic principle 
of price control as passed by the Eighty-second Congre@s is that every rise of 
cost is to be directly translated into price increases. Section 402 (d) (4), the 
Capehart amendment, makes the DPA a cost-plus program rather than a price- 
control law. This section of the law ignores the experience in the area of price 
control that our Government had in World War II. The “generally fair and 
equitable” formula with due consideration being given to relevant cost factors 
seems to us to provide a sound method of setting price ceilings. 

The present law, under section 402 (d) (4),is a profit-control law, which places 
both a guaranty and a limit on profits. The only consideration to be made in 
setting price ceilings is the “increases or decreases” of costs from a given date, 

There has been much condemnation of those businessmen who during Novem- 
ber and December of 1950 and the early days of January 1951 increased their 
prices far beyond cost increase, either past or anticipated. However, it is our 
view that section 402 (d) (4) of the present law has made the prices of these 
gougers the level for all prices. Under section 402 (d) (4) the OPS will not be 
able effectively to roll back excessively increased prices, and equity will require 
that the prices of their competitors be allowed to increase to like levels. There- 
fore, the prices which Senator Millikin and others described as unconscionable 
in Senate floor debate are to be the price ceilings. 

The ADA believes that section 402 (d) (4) should be repealed outright in line 
with the request of the President. 

We have analyzed S. 2092 as passed by the Senate, and find it to be merely an 
attempt to make the undesirable Capehart amendment administratively possible. 
All of the faults we find with the Capehart amendment are almost equally ap- 
plicable to S. 2092. The ADA believes that the philosophy behind the cost-plus 
principle of price control is wrong, and should not be a part of any law which 
is expected to control inflation. ADA understands that S. 2092 has been drafted 
to allow section 402 (d) (4) to be administered, and that the position of the 
administration has not changed from one of opposition to section 402 (d) (4). 
While S. 2092 might make the present law administratively feasible, it should 
not be sold to the American people as a step toward strengthening the inflation- 
fighting machinery of the Nation. 

It is our view that this Congress by amendment to the DPA of 1950 has de 
stroyed the possibility of effective control of inflation. By continuing the weak- 
ened title IV in the present law, this Congress has led the American people to 
mistakenly believe that Congress has passed laws to protect them against the 
anticipated wave of inflation. In truth the American consumers, and especially 
those dependent on fixed incomes, have no real protection against inflation which 
is bound to rob them of their basic living standards. 

ADA urges the outright repeal of the Capehart amendment. 

Very truly yours, 
e JOHN J. GUNTHER, 
Legislative Representative. 


Washington, D. C., October 11, 1951, 
Hon. Brent SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building: 
In view of the fact that vour committee is hearing only Government witnesses 
on amendments to price control law I wish to make clear position of American 
Federation of Labor. Although 8S. 2170 as passed by the Senate will make 
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possible some improvement over present law in administration of price control 
program, it cannot transform the defense production act into a practical or 
constructive measure for effective price control. It is our view that even if 
S. 2170 is passed, the law contains insufficient authority to halt the developing 
inflationary pressures whieh will become far more intense by next spring. In- 
stead of approving S. 2170 I urge your committee to report out a simple amend- 
ment repealing the Capehart cost plus formula. 
WILLIAM GREEN, 
President, American Federation of Labor. 


sere 


mocap 





